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PREFACE. 


When I joined the Deccan Education Society's College of 
Commerce at Poona in June 1944, I was entrusted with the 
work of teaching Business Organisation, a subject though not 
entirely out of line for a student of Economics, yet not per- 
ftectly in line even. Hence I took up the study. But to my 
surprise I found that although commercial education in this 
country, particularly in) Bombay, has come to assume great 
importance, there is no book available on the subject, and hence 
the students as well as the teachers have to depend on foreigit 
stuff imported in this country and not applicable to) Indian 
conditions. Upto now only a few notes by Indian authors 
exist, mostly written for money making and not for imparting 
true business education. If the aim of the author had been to 
make business with the book while omitting altogether the 
loftier ideal, the purpose has no doubt been well-served. Bui 
so far as the advancement of business education is concerned, 
this labour has been entirely in vain. For, business education 
does not simply mean the cramining of a few points from = the 
notes and disgorging them in the examination papers. The 
true business education should interest the student for business. 
I recollect the remark made by <A. J. Sargent: ‘‘One of the 
hardest tasks of the teacher is to instil into the mind of the 
student the fact that he is being trained for business. in- the 
widest sense, but not in business. and that it is the training 
that matters, rather than the memorising of some special groups 
of facts... .° Another thing. Business education to be 
effective must be practical, must keep in touch with business 
developments in this countrv as also abroad. For. business 
education aimed at producing clerks for business concerns and 
not at producing entrepreneurs is no business education 
at all. For, Kaultnya or aristocracy of an individual as also 
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of the nation depends to-day on income, individual and 
national. 
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In fact this should be the aim of business educatign. 

A few words may now be said regarding the plan Gf this 
work. This survey of Indian Business has been plannec in 
three volumes. The first volume is concerned with the organt- 
sauon and finance of business along with an introductory 
<hapter which considers the meaning and scope of business. 
The second voluine is concerned with commercial organisation 
in India. The introductory chapter considers the stages of 
commercial development of India from 16th century onwards 
and traces how India is marching, slowly but surely, towards a 
balanced economy. The first part of volume IT considers trade 
organisation, the second part credit agencies in India, the third 
part insurance and the fourth part transport. The last chapter 
considers the role of the state in economic development of 
India. The third volume is concerned with efficiency aspect of 
business, and the inspiration for adding this volume came from 
the various Reports of the Balfour Committee appointed in 
England in the mid-twenties to consider the various aspects of 
eficiency with a view to suggest measures for their improve- 
ment and thereby to increase the competitive efficiency of 
British industry and trade which had declined since the years 
of the first great war. It is true that our problem is entirely 
different; yet we are also passing through an important period 
in the economic development of our country and on the deci- 
sions we arrive at and the steps we take now that our future 
economic destiny depends. To-day, the best thoughts of the 
nation are diverted towards dcvisigg the ways and means for 
economic progress. Everyone consious is thinking of 
planning. But planning can only be effective if we take a 
stock of the existing situation—on what foundation we are 
going to build up the economy of the future. The third 
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‘valume is therefore an effort at stock-taking of our business 
situation and expects to provide inspiration for the business 
leader of the future. But my purpose is not mere stock- 
taking. I have also tried to indicate the weak spots in our 
aconomy. with suggestions, as far as practicable, for their 
removal, The introductory chapter of Volume HII considers 
Efficiency as a factor in Business. Then it considers cost and 
‘eficiency, management and cfficiency, size and efficiency, 
rationalisation and efficiency, labour and efficiency, wages and 
-eficiency, industrial peace and efficiency, welfare and - efficiency 
and lastly, marketing and efficiency. One chapter is devoted to 
scientific research, industrial mobility, industrial art, business 
¢ycle and statistics and business profits. In this work India has 
deen considered as a whole and not after partition. 

The difficulty in compiling such an extensive work has 
deen a real one. There is no easily-available material so far as 
this country is concerned. Whatever scanty material is available 
in the pages of the Tariff Board Reports, various year books, 
statistics published by some business associations, the annual 
speeches of the chairmen of the boards ot directors of various 
business concerns and their balance-sheets has been brought 
together and analysed with acknowledgement in proper places. 
Some of the official enquiries have been of considerable — help. 
Besides, the standard works on the subject by foreign authors 
thave been consulted for comparative analyses and — studies. 
Inspite of all these efforts, I am quite conscious that a work 
of this sort cannot be all-comprehensive and up-to-date and 
has many weaknesses. Besides, those who will seek in these 
volumes the standard of cconomic development which has been 
attained in) some of the western countries are sure to be 
disappointed. For, in) comparative equations, we are one 
hundred years behind these countries and hence they should 
judge the present situation with a century-old) outlook and 
dlevise ways and means for its rapid development. 

Finally, I must thank the editorial boards of the Indian 
Journal of Economics (Allahabad University), the Indian 
Co-operative Review (Madras) and the South Indtan Journal cf 
Economics (Guntur) for publishing parts of this work in the 
form of articles. I must also thank my colleague and_ friend, 
Professor D. G. Karve. Principal of the College of Commerce, 
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Poona, in entrusting me with the work of teaching this subject 
in his college, but for which it would never have been 
planned. And lastly, I thank Mr. Puranik, the Librarian of 
the same college, for supplying me with necessary books from his 
library as also from the Wadia and Servants of India Society 
Libraries and my wife, Mrs. Kamala Lalwani, for helping me 
all through in taking down notes and in various other ways, 
but for which it would not have been possible for me to com- 
plete the work so early. 


123, Chittaranjan Avenue, 
Calcutta 7. K. L. 
9-1-48. 
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CHAPTER I 
INTRODUCTION 


Definition and Scope 


The word ‘business’ is wide as well as narrow in its conno- 
tation. In its narrow sense, it means purchase and sale of a 
commodity and/or service with a money-earning motive. In 
fact, it is this profit motive that is guiding all business trans- 
actions in all societies, both ancient and modern. But in 
broad sense, the word includes a variety of things, which, for 
the sake of convenience, we may place under two heads— 
business, productive and distributive, and business proper and 
aids to business. 

So far as the first variety is concerned, its two sub-types, 
though nowadays regarded as equally productive, were not 
regarded with the same importance in days gone by, while the 
word ‘productive’ was also used in a very narrow and _ res- 
tricled sense. ‘Thus according to the Mercantilist doctrine, 
productivity is to be determined according as whether the par- 
ticular work is leading to favourable balance of trade or not. 
In the writings of the Physiocrats, land and bounty of nature: 
have figured most. With Adam Smith, the conception slightly 
yielded its narrowness but ic still cxcluded works, which did 
not bring forth ‘vendible’ commodities, from ‘productive’ 
work. Service, which is not a:vendible commodity, has. thus 
no place in the list of productive work, according to this deti- 
nition. Today, however, we are giving up the Smithian dis- 
tinction between productive and unproductive work, unless, 
of course, the work is totally useless from social or communal 
standpoint. The distinction has come to be regarded as one 
of degree and not of kind. . 

Turning to the second sub-type of the first variety, it may 
be mentioned that the distributive aspect has long been either 
neglected or regarded with contempt by both the Spiritualism 
of the East and the philosophy of the West. -So far as the 
East was concerned, it was quite’ natural: and -keeping in with 
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their ideal of plain living and high thinking. So also with 
the West. Thus Aristotle makes a distinction between natural 
and non-natural occupations, the latter’s object being the 
making of money for its own sake, tor commerce was regarded 
as the means of felching something from neighbour. Agri- 
culture as a means of living received the blessing of all. Hus- 
bandry and stock raising followed suit. But exchange, in any 
other way, whether of commodity, money or service, was greatly 
regarded with contempt. This contemptuous attitude to- 
wards the distributive aspect of business found expression not 
only in the writings ot the master minds of the age but also in 
the social rank given to businessmen. Thus in India _ they 
occupied the third place, immediately before the non-Aryans 
but always ranking after the scholarly class and warrior races. 
In Muslim period also the business community had to under- 
go certain iestrictions. Thus at the time of the Mughals, 
they were debarred from exposing their riches. Luxury be- 
came more or less a monopoly of the nobility. The 18th cen- 
tury saw a remarkable change in the attitude towards the busi- 
ness community, both in the West and in the East. With the 
growing importance of the economic aspect of man’s life, which 
came to supersede the other aspects, a new aristocracy com- 
posed of city merchants and traders emerged. India was no 
€xception to this. It is true that in India the obstacles in the 
way of the rise of this new aristocracy were very many; for, 
various imposts, exactions and fines were levied on the new 
aristocracy. But the rise and progress was as sure as it was 
certain. Further impetus was given by the discovery of the 
use of many articles which subsequently fgured most in the 
inland and foreign trade. With the advancement of civilisa- 
tion, our wants multiplied, and the natural impulse of man 
for the satisfaction of his wants led to the uses of sundry 
commodities and to the different uses of the same com- 
modity. Revolution in the means of transport gave fur- 
ther impetus to distributive aspect of business and the deve- 
Jopment of both iniernal and foreign trade and especially 
wholesale and lengthy trade operations gradually built up a 
strong and competent mercantilist community. 

Aids to business should also be regarded as a part of busi- 
ness. Business today has lost its primitive simplicity. It 
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és no longer mere purchase and sale; it is purchase and sale 
with efficiency and economy of effort. This has brought to the 
forefront banking, insurance, transport and a lot of other things 
which on the one ‘hand have Jed to division of labour and on 
the other the attainment of maximum possible efficiency, 
thereby facilitating the carning otf profit by the individual busi- 
nessman and the prosperity of the totality of the business com- 
munity. _ : 

Thus we see that business includes so many things in its 
widest aspect. It not only includes production, but also dis- 
tribution of the produced conimodity and also the different 
agencies which are aiding both. We have reached a stage in 
the development of -the economic life at which we cannot say 
that this or that aspect of business is of greater or less im- 
portance. For, they are all equally important and inefficiency 
in one will have a crippling cflect on the entire economic 
structure. , 

The scope of business does not end there. Politics is a 
factor which today is exercising a great influence on business. 
in present day economy, it is influencing not only inland busi- 
ness but also foreign business. Where inland business is un- 
developed, the administration has to come forward with a 
plan for the systematic exploitation of existing resources, some 
of which may be, and in fact are, scarce, and thereby to pro- 
gress towards industrialism. Russia is the best example of 
this type. In others the administration is simply to reorganise 
an already developed economy, either with more state inter- 
vention as in the U. S. A. under the New Deal or with less 
State intervention as in England since 1924. State assistance 
to foreign business has taken various shapes, beginning with the 
raising of tariff walls to the direct state intervention in certain 
helds. Control of money, banking and finance has not been 
the same in all countries but have varied in order to suit the 
different requirements of various economies; but hands-off- 
business policy is unthinkable. Laissezfaire was a misnomer 
yesterday; it is equally a misnomer, nay, a greater one, today. 
Mercantilism, in one form or other, in restricted or wide sense, 
ws the underlying spirit of world business. 

_ The ethics of business is expressed in the well-known dic- 
tum, ‘Honesty is the best policy.” It is well known that the 
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entire business structure of today stands on the institution of 
credit and credit implies confidence. One can earn a huge 
wealth by dishonouring one promise; but this he can do only 
once and for that he stakes every thing. Business reputation, 
like a good name, is the result of continuous practice of honesty 
for years, or generations, together. {ft is difficult to earn but 
easy to waste and squander; and so long as it is not earned, it 
is the aim of every true businessman to earn it and once earned, 
it is his look-out to preserve. What strikes me most in Indian 
business is its high sense of morality. I do not mean to say 
that morality is lacking among non-Indian communities in 
business. But the peculiarity of Indian business is that it is. 
not based on implied force. Word is word and once it is 
given, an Indian businessman will honour it at all costs. 
‘Word’ in indigenous transactions is scarcely backed by written 
and duly signed and stamped documents, and hardly given 
before any witness. Yet the wonder is that few or no dis- 
putes will be seen arising as a result of broken promises. This 
characteristic of business is peculiarly Indian and has a long 
tradition. In fact, it is this particular feature of Indian busi- 
ness that attracted the attention of foreign travellers to India, 
and particularly of Tavernier, whose accounts are the standing 
proofs of the same; and even todas, under the impact of western 
business practice which ts rapidly cntering the borders of India, 
the traces of the indigenous practice of transacung business 
simply on words, though gradually disappearing, has not yet 
become non-existent. 

And finally we mus: mention of psychology which comes 
within the range of study by business. “The subject is as much 
complicated as it is abstract. But that it is important and 
cannot be neglected in view of its all-pervasiveness is equally 
clear. In production, which takes place in anticipation” of 
demand,—not only local, but also national and international, 
—the need for business forecasting is quite apparent. In dis- 
tribution, the subject includes a study of the nature and ex- 
tent of demand in each market so that scientific distribution 
of produced goods may take place thereby minimising the risk 
of deadstock. ‘There is still another aspect, which is concerned 
with ‘the potential’ demand. The spread of the use of tea is 
an-ilhustration ‘in pomt. The need for the conversion of 
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potential demand into a real one necessitates the study of the 
psychological weakness of the would-be consumers and adver- 
using is the medium for making this exploitation-motive of 
the producer and/or distributor effective. 

Another factor coming within the range of business psy- 
chology is expectation—expectation not of existing and poten- 
tial demands but expectation of profit. Jt is peculiar that so 
important a subject as expectation was long neglected by 
writers in Economics though, of course, not by the business 
community. In recent economic literature it is getting its 
place. In fact, expectation of earning plays a part of greater 
importance than actual profit earned. For, while the extent 
of actual profit is not predetermined, it is the expectation of 
profit that induces a businessman to come forward and that 
to a great extent determines the volume of business. — It Js 
true that cost factors play an important role in the determt- 
nation of & pectation; hut if the expectation is rosy, even the 
cost factors cannot deter advance. Cost factors are known 
to hime mor: or less; but the producer will have to antuucipate 
what he can get from the consumers in cxchange for his goods. 
For, the greater the differcnee between sale proceeds and total 
costs, the greater the profit that he can derive and the greater 
will be the business incentive. = Tt must, of course, be borne 
m mind that the aforesaid difference cannot be an arbitrary 
amount over a period unless the particular line is in: monopo- 
istic control. For, otherwise, too big ai difference between 
sale proceeds and cosis of production will attract the flow of 
capital inal particular channel and. that too. so long as the 
fabulous profits do not evaporate. It must not be taken to 
mean that the flow is unobstructed, for, devices like | stock 
watering are sufhcrent: mducements for the concealment of big 
profits in present dav business. Yet that the natural tendency 
is there cannot be denied for the formulation of general prin- 
ciple. 

The important part plaved by expectation is now realised. 
It is true that this dependence on expectation involves the 
shouldering of risk. | But this the businessman must be pre- 
pared co undertake, if he wants to carry on preduction by 
processes which take time. He must be ready to face unforeseen 
changes reacting unfavcurably on his business expectations 
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and in general it may be said that the lesser these changes, the 
greater the accuracy of expectation and the greater will be the 
profit derived from business. Or in other words, the more 
successful businessman is he whose expectations are more accu- 
rate or less inaccurate, who knows the tactics of averting un- 
forseen dangers or preventing altogether their appearance by 
the adoption of special devices suited for the purpose, and 
who has sufficient financial strength to meet the danger when 
at is inavertible. 

In current economic literature a distinction has been 
drawn between short-tenm expectation and long-term expec- 
tation. Thus in the words of General Theory of Employ- 
ment, Interest and Money, short-term expectation ‘‘is con- 
cerned with the price which a manufacturer can expect to get 
for his ‘finished’ output at the ime when he commits himselt 
to starting the process which will produce it’; the long-term 
expectation “is concerned with what the entrepreneur can 
hope to earn in the shape of future returns if he purchases— 
or, perhaps, manufactures— ‘hnished’ output as an addition 
to his capital equipment.” The distinction though clear-cut 
in literature is not so in practical field. For there is a process 
of continuity between the two and even then they are always 
changing. Modifications of expectations are to be made in 
accordance with the results achieved. This necessitates at 
acquisitive brain. Rigidity or orthodoxy in the field of busi- 
ness has been the fruitful cause of the collapse of many a suc- 
cessful concerns. 

These expectations exert their influence on the business 
field over a period of time, though in abnormal situations of 
trade boom and slump jerks in expectation are not rare. It 1s 
true that changes in psychological conditions are not the only 
causes Of boom and slump; but at the same time, we cannot 
deny the part plaved by them. But in general the effects are 
continuous. Whether in the field of production or in the 
field of distribution, any change of expectation cannot lead 
all on a sudden to an expansion or contraction of business. 
Abandonment or contraction of work is a more time-consum- 
ing process than even an expansion. In matters of expansion 
some time must elapse before the necessary preparation is 
made; in matters of contraction, unfavourable expectation is 


INTRODUCTION 7 
supplemented by hesitation, which makes the process all the 
more continuous. For, the catastrophe overtaking business 
may be rather short-lived and the business may revive. This 
makes the process slow. But even this slow process may not 
be devoid of some oscillation. For, before the long period 
expectation has worked itself out, the temporary impetus may 
lead to over expansion unwarranted by the long period expecta- 
tion. In such a case there will be movement backward to the 
position which is relevant to the new expectation. The op- 
posite course is equally true in case of contraction. And 
again this takes place not only when the volume of business 
expands and contracts but also when the existing volume of 
business changes its course according to the changes in the 
nature of demand. 

Thus the business situation at any moment is not the 
resultant of the decision taken once but is the result of the 
sum total of decisions taken up to that time along with the 
most immediate one. ‘The existing state of business along 
with its capital equipment in the held of production and dis- 
tributive machinery in the field of distribution is the result of 
past decisions, which is simply modified this way or that ac- 
cording to the decisions taken on the basis of current expecta- 
tion. Now, it may be asked, what are these factors on which 
expectation depends? ‘The answer is obvious.. “Iwo factors 
seem to be of importance, viz., the current facts which in the 
field of production depend on ‘‘the existing stock of various 
types of capital-assets and of capital-assets in general and the 
strength of the existing consumers’ demand for goods which 
require for their efficient production a relatively larger assis- 
lance from capital” and in the field of distribution on the 
stock in hand, the nature and exteni of the distributive macht- 
nery and the goodwill that they have been able to attract and 
so many other factors; and the business forecasts which in the 
held of production depend on ‘‘future changes in the type 
and quantity of the stock of capital-assets and in the tastes of 
the consumer, the strength of effective demand from time to 
time during the life of the investment under consideration 
and the changes in the wage-unit in terms of money which 
‘may occur during its life,’ and in the field of distribution on 
the stock-in-hand, nature and extent of the market and effec- 
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tive demand therein and also goodwill that it has been able. to: 
attract. 

Keynes has devoted some thought to the consideration of 
the state of Long-term Expectation and the object of the ana- 
lysis is to ‘‘consider in more detail some of the factors which 
determine the prospective yield of an asset.’ But the field 
explored is extremely narrow and he has concentrated his at- 
tention on ‘‘the price of shares,” the fluctuations in whose 
prices «re “highly significant daily, even hourly, revaluations 
of existing investments carried out in practice.” ‘Thus he ts 
attaching more importance, so to speak, Ww ‘the average ex- 
pectation of those who deal on the Stock Exchange as revealed 
in the price of shares, rather than by the genuine expectations 
of the professional entrepreneur.” But this sort of analysis does 
not give a true picture. It is not the investors on the Stock 
Exchange that take the decision as regards investment; it is 
the promoter of the cencern. ‘Phe promoter, who has the 
natural qualities of head for the successtul floatation of a new 
enterprise, takes all the decisions before he jumps into the en- 
terprise. It is true that the minimum subscription clause will 
have to be fulfilled before a concern starts operation; but since 
here the capital is jimited, it mav come, and generally does so, 
from a restricted circle. ‘Lhe public issue of shares may be 
offered at a subsequent date, when all other circumstances are 
favourable. Even when some of these other circumstances are 
not favourable, c.g., when the rate of interest is high, it need 
not deter the pubiic issue of shares or debentures if the expec- 
tation of opportunity is too great to be missed. Sometimes 
Shares of a particular concern are subscribed to not because it 
is paying high dividend at the time of purchase but because 
of the sound personnel of the Board of Directors or because 
the concern is under the managing agency of a reputed firm. 
Thus the rate of interest plays a comparatively minor, though 
not altogether negligible, role in the determination of the 
volume of business. It is rather peculiar to find that in recent 
cconomic literature so much importance has been attached to 
the rate of interest as one of the detenminants of the yield from 
investment, and therefore, of the volume of investment. 

To consider the matter from another standpoint, the rate 
of interest at which money may be available and price at which 
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athe shares may be sold are not the same for different concerns, 
nor are they same for the same.concern over a period of time. 
Therefore to speak of the average yield of the totality of in- 
vestment being equal to the rate of interest or to make the 
Jatter as the determinani of the former is to exaggerate matters. 
Even in the same concern, the variation in the rate of interest 
and in the price of securities over a period of time should not 
be considered as a reflection of the variation in yield. When 
date of interest for a particular concern goes up, it should not 
be taken to mean that the concern is yielding high _ profit. 
‘This increase in the rate of interest comes, of course, owing to 
a rise in the demand for capital. But this does not mean that 
the increased demand for capita! is always due to the expansion 
of business as a result of the stimulus of high vield. Even a 
poor concern may be odering high rate of interest not because 
it is earning high profit but because it nceds capital at all costs 
and an offer of high rate of interest may prove sufficiently at- 
tractive to the would-be investors. © And in a well-established 
concern, the inercased demand for capital may come — from 
factors Jike increased new issues, sale of existing securities to 
Taise money ete. A rational method of analysis 1s to consider 
gach individual concern on its owit merit instead of taking the 
iotal volume of business into consideration. — Equilibrium for 
the whole system iy a musnonicr, since there mav exist simul- 
taneously so many oscillations for an individual concern or a 
dew concerns. 

The tue rclauion between the rate of interest and the 
vield from a particuiar concern is not mverse but mav be re: 


Verse. Concerns with fair and steady dividend payments can 
attract capital at low rate of interest. Just the reverse with 
concerns offering fluctuating and uncertain dividends. The 


rate of imterest is high not because the sield from the concern 
is Jow but because the latter is uncertain. “Phe rate of interest 
is low not because the concern is giving more or jess dividends 
buta steady one. “That shows that the pubiic have confidence 
nats soundness. “Therefore it is the confidence of the public 
in the soundness of a concern that determines the price that 
Ahev will quote for the money thev are going to part with and 
Not so much the actual vield from a public concern. 

In case of borrowing, the rate of interest is predetermined, 
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irrespective of subsequent yield and sometimes the rate of in- 
terest is so high that for years together no payment of dividend 
is made on ordinary shares. High interest is offered on bonds 
or debentures not because the concern can but because it must. 
‘Thus when we speak of saving and investment in the conside- 
ration of economic theory, we think that enough has been said. 
But it iy just the beginning of the story. For, after a decision 
to save is arrived at, the next step is to consider whether the 
saver wants to be a proprietor or a creditor, the former with 
uncertainty as to earning, both for high and nil and the latter 
with a fixed income but no share in excess profit. The next 
step for him will be the nature of the business in which he is 
going to invest; for, different concerns do not give the same 
rate of interest on debentures nor the same dividend on shares. 
It all depends on the soundness of the concern, the nature of 
the policy pursued by the Directors in these matters and the 
availability or otherwise of capital so tar as the concern goes. 
This analysis all the more strengthens our previous conclusion 
that it is wrong to speak of a rate of interest for the total in- 
-vestment of society but each concern must be considered on its 
own merit. 

Thus in the case of a sound concern,—-and if the concern be 
new, then if the concern has a Board of Directors consisting of 
reputed businessmen-—capital will be forthcoming not because 
the concern is offering high dividend o1 high interest rate but 
because of two psychological factors, viz., faith in the soundness 
of the concern and safety of the investment and expectation of 
steady and fair income. if not immediately, at some future date. 

The volume of investment considered as a whole is not the 
result, under existing economy, of any prior calculation, but the 
result of a process of trial and error. “he promoters expect to 
earn profit in the particular line but their expectation may dash 
against some submerged rock. In the language of economics, 
the firm has proved submarginal and is forced out by compe- 
tition from marginal and supermarginal firms. “The concern 
has failed not simply because the rate of interest was dispro- 
portionate to the yield; for the matter may be the other way 
round. At first sight the rate of interest appears to be of 
prime importance because it is out of the funds obtained that 
the remunerations of different factors are given; but their cost 
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can be lessened if the cost of ail other factors is equally less. 
Efficiency of the business depends not simply on a particular 
factor, but on each and every factor, because it is after all the 
result of co-operation among theni. 


Business and Economics 


The science of Economics which in its present form started 
its career with Smith has gone very far; but yet it is peculiar 
that economic theory has nothing to do with economic and 
business practice. The economists live in a world which ts. 
totally different from the world in which the plain man lives 
and works, spends and saves; nay, each economist has a world 
of his cwn which in some respect or other may be different 
from the world envisaged by his fellow economists. But one 
thing is common in all of them, viz., that they are seldom con. 
cerned with the world as it is. ‘The recent trends in the study 
of Dynamic Economics do not seem to be sufficiently dynamic, 
and in some cases is all the more abstract. The result is that a 
study of Economics is not enough for an understanding of Busi- 
ness; Business is to be studied from different angle of vision. 
‘There is another respect in which Economics differs from Busi- 
ness. In Economics, we do not study merely wealth, but the 
cconomic life of the common man with a view to the attain- 
ment of maximum welfare for the entire community. In Busi- 
ness the object is not so comprehensive. Since its object is to 
make profit, the businessman will take to anv line, no matter 
whether the use of gocds produced in that particular line is 
socially beneficial or not. There is no difference of opinion 
that wine or opium is injurious; yet the business world bas not 
been able to abolish the trade in these, although consideration, 
of welfare should do it. “Fhus Fconomics, at least Welfare Eco- 
nomics, is less economic and more ethical. 

The theories of Economics are not enough to explain prac. 
tice; sometimes they give a contrary explanation. ‘Take the 
case of taxation and price. The practical businessman suggests 
that in fixing his prices. a trader puts on to his costs a margin 
of profits for himself and of course it is his profit that is subject 
to direct income tax; and it he wants to get sufficient reward 
for his exertions. he must put on an addition to his price suffi. 
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cient to cover profit to the government and profit to himself. . 
‘Thus the association of the British Chamber of Commerce pro- 
nounced as follows before the Committee on National Debt 
and Taxation: Although theoretically income tax is levied 
on profits, when a trader endeavours to ascertain his costs with 
a View to fixing prices, he often takes into account, at least in- 
directly, the amount of income tax he will have to pay, and 
if the market conditions permit, fixes his prices at such a level 
as would yield to him the minimum net income which he 
‘desires to obtain or actually needs. Some people go so far as 
to declare that income tax on wages and salaries is added to 
prices, since employers have to pay a higher remuneration on 
account of the tax and the tax therctore enters into costs. And 
what about the theory? Protessor Pigou  poimts out that 
income tax is assessed on profits resulung from trade and in- 
dustry and if people are already charging the prices that yield 
them the best profit, the removal by the state of a poruon of 
profit will not tempt them: to fix prices differently. This sort 
of argument mav be correct when the levy is a@ new one on an 
already cxisung trade in which the competition iy so keen that 
no increase in prices can be effected so as te make the levy a 
part of cost. Under conditions of monopoly or quasi-mono- 
poly which has gone so far as to affect even retail trade or im- 
perfect competiuon, which characterises presentday imdustria- 
Jism, there is no difficulty im mereasing the price in) propor- 
tion to the devs. “Phat it actually does happen is our every- 
dav expenience and whenever a proposal is put forward 
for any increase in tax rate or for the imposition of a new levy, 
the supply is gencrally withheld with a view to charging more 
price, and sometimes the price goes up even at a mere proposal 
for levy. though the levy has not yet bec imposed. 

The question was considered in greater detail by the Col- 
wyn Gomnutter on National Debt and Taxation. ‘Vhe Com- 
mittee’s conclusions are similar to those of the other theoretical 
cconomists, viz, that “the broad economic argument is true 
over practically the whoie held and for practically the whole of 
the time, any cxceptions being local or temporary and insufh- 
cient to ipvalidate it.” But the Jine of their argument is faulty 
and henre the conclusion one-sided and partial. When a tax 
i) Imposed, the monopolist will raise the price. ‘The rise is not 
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generally too high; for whatever the rate of the tax, the amount 
per unit is not enorincus and the monopolist finds it quite 
easy to convince his customers as to the justification for increase 
in price. And so far as free competition is concerned, it is one 
of theoretical interest, for in) actual world there is no such 
thing as either free or competiiion. [Phe joint stock concerns 
have of course created some contusion in understanding; — tor 
as the Committee points out that ‘so far as a company distri- 
butes its profits, it recoups itself by deduction of tax from its 
shareholders, in the fluctuation of whose individual liability 
it is not interested.” It is a well known practice among joint 
stock concerns to maintain the rate of dividend payment 
steady; for, a fluctuation in this tells unfavourably on the 
price of shares. Besides, the amount paid as dividend comes 
as much out of sale proceeds as the amount paid in taxation 
and some of the concerns go so far as to show in their balance 
sheet an item, viz., ‘‘reserve for taxation.” ‘This in itself ts a 
sufficient indication that except in exceptional cases, sufficient 
effort is made to include taxes in costs and in most cases the 
effort is successful. 

There is another reason lor which a study of Economics 
differs from the study of Business. “Phis lies in the over-sim- 
plification of economic theortes. — Let us take the case of price 
determination. — In so far as Economics and Business are con- 
cerned with “‘the study of inarket: processes,” thev are tackling 
the same problem. But the task of economist ends with an 
analysis of the apparatu, of demand and supply, an equilibrium 
analysis. as iis known. But a catm consideration will show 
that it is more an analvsts of price fluctuations than one of 
price determination. When demand increases. prices go up 
and just the reverse when demand gocs down. The relation of 
supply to the position of equilibrium is just the reverse: for 
with an increase in supply prices will go down and with a de- 
crease, thev will go up. Equilibrium: is a position at which 
these two forces of demand and supply, the two blades of a 


pair of scissors, equilibrate. But the businessman is not 
satished. Demand and supply are not determining price: thev 
are simplv forces that mav bring about oscillation. |= What 


then determines price? The businessman knows it well. We. 
have already said, business lias productive aspect, distributive 
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aspect and there are certain aids to business. The business- 
man will consider each and every item of cost plus profit to 
government and profit to himself and thus fix the price. Ap- 
parently simple, the precedure of price fixation is a difficult 
task and requires the best thoughts of the businessman. 

To whatever economic theory we turn, we find that each 
and every one of them is concerned with, and conducting an 
enquiry in, ‘‘the framework of its appropriate market or mar- 
kets." The theories of money and credit, those of distribution 
of income, of saving and investment, of trade boom and de- 
pression.—all are concerned with the analvsis of the same sort 
of problem—namely, fluctuation in prices. For none of these 
has anything to do with price determination but with price 
Huctuation. If the volume of monev and credit be doubled, 
the theoreticians will say that the price will go up twice as 
high as it previously had been. It there is u more even distri- 
‘bution of income, prices may be more or less steady. If savings 
and investments are equal, the economy may be stable. And 
so on and so forth. But none of them considers the factors 
which will determine price, and at what level. For leaving 
aside the four factors of which the economists speak, there are 
so many other economic and non-economic factors which exer- 
cise not a verv negligible influence on prices. -For instance, 
the factors of distribution are entirely neglected in Economics, 
though they are as much important as factors of production. 
Besides, the non-economic factors, which though not coming 
within the range of economic considerations, vet enter into 
cost’ and influence price. 

For long the consideration of price Huctuation was res- 
tricted to a competitive free cconomy, with the result that 
even the analysis of price Huctuation lost all touches of reality. 
In recent vears however this gross error in economic analysis 
has come to be detected and some attention has been given 
in this direction. The formulation of the concepts of ‘im- 
perfect competition™ and ‘‘monopolistic competition” are cases 
ain point. But they bv no means are exhaustive; for imperfec- 
tions and monopolisation in competition do not take the same 
form under afl economies, but are varied and exert diverse 
‘influence on price mechanism im different markets, 

There is stil] another respect in which the present-day Eco- 
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nomics has failed when considered from the standpoint of busi- 
ness. Take, for instance, the case of wage determination. 
Here, as in other branches of economic analysis, there is as yet 
no unanimity among economists. However, it must be admit- 
ted that the theories of marginal productivity and standard of 
living in one shape or another have the greatest following. 5o 
far as the marginal productivity theory goes, it is based on cer- 
tain assumption the validity of which determines the validity 
of entire subsequent structure. The more important of these 
assumptions are that there is free competition among the pro- 
ducers who are demanding the services of factors of production 
and that there is perfect, or a certain degree of, mobility of the 
factors of production, including labour, both of which are not 
to be found in actuality. However, on the basis of these as- 
sumptions, 1t is argued that free competition will tend to bring 
about an equality of incomes for similar factors of production 
in every industry. ‘‘As between persons who are not exactly 
similar, fairness in the above sense implies real wages propor- 
tioned to ‘efficiency’; the cfhciency of a worker being measured 
by his net product conceived as marginal, muluplied by the 
price of that product.” The argument appears to be quite rea- 
sonable. But under a time-wage system where wages are deter- 
muned not according to the realised productivity of the worker 
but according to the anticipated productivity, that anti- 
cipation too being madc by the employers under conditions 
where there is no sufficient mobility for labour and where the 
labourers are not organised sufficiently so as to bargain on a 
footing of equality, the so-cailed marginal productivity becomes 
no productivity at all. One is at ouce reminded of Marx’s remark 
that the economists are the mouthpiece of capitalist’ producers 
always singing in justificatign of the system they have developed 
on the basis of exploitation. How far the Marxian contention 
is correct is a matter beyond the scope of the present volume, 
but that the wage system was unjust and unjustifiable is sufh- 
ciently tcstified to by the subsequént adoption of piece wages in 
many concerns and the theoretical support given to a system 
of piece wage scales controlled by collective bargaining. Just 
observe that even the piece wages have not been deemed suff- 
cient but have been supplemented by collective bargaining. 
How far collective bargaining may be of any use for the pro- 


16 INDIAN ‘BUSINESS 


tection of labour in countries where labour is not yet properly 
arganised is a different matter. But the cautiousness of the eco- 
nomists is rather remarkable. “To take a concrete case, it was 
revealed in the enquiry by the Bombay Textile Labour En- 
quiry Committee that ‘‘the survey of wages iu the cotton textile 
industry in this province.... indicates the very wide disparities. 
that exist between the earnings of workers in the different 
centres of the industry and in diffcrent occupations in the same 
centre. In most centres there are similar variations in the 
scale of payments from unit to unit. Vhe continuance of these 
disparities is mainly due to the lack of cohesion among the 
employers and of bargaining strength among the employees.” 
An idea of disparity can be had from the tollowing table re- 
garding the wages in Cawnpore textile mills. 


Table showing disparity in wages in Cawnpore: 
(Per month of 26 working days.) 


Rs. A. P. Rs. A. P. 


Roving Tenters . Wh Oto 87> 2.8 
Ring Siders - ou. 6§12 6 Ow 25 10. 0 
Grey Winders (old type) . 10 5 Oto 27 0 6 
Two-loom Weavers .. 22 4 Oto 39 12° 0 


The variation of productivity tor the same sort of worker 
in different mills, nay. in the same mill, cannot be so wide as 
indicated above. Any method of averaging the highest and the 
lowest rates to find out the fair wage level would be too arbi 
trary to need consideration. ‘Ti in a countiy like India where 
economic conditions resemble verv much those envisaged by the 
Classical writers, this disparity. between theory and practice 
makes one sceptical regarding the validity of economic analysis 
in more advanced countries where @bstructions from the stand. 
point of the emplovers, of the workers and of the state hamper 
at every step the working of a fiee economy.” (Gadgil, D. R.) 

Turning for a moment to standard of living, it will be 
found that wages paid have nothing to do with it. It is appa- 
rent that the injustice of the piece wages scale under conditions 
of ‘efficiency’ system of working lies in the fact that the contri- 
bution made by labour is becoming less and’ less. Thus since 
owing ‘9 the adoption of labour-saving devices, the contribue 
tion of labour per unit of product decreases, the price that fe 
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will get will naturally come down, thereby telling adversely on 
his standard of living. “That it is not merely a matter of argu- 
ment but a grim reality is testified to by the growing demand 
for minimum wage legislation and the state intervention in 
this respect. In India the demand for minimum wage legis- 
Jation was made long ago, but apart from the voluntary adop- 
tion of minimum wages on the recommendation of certain 
trade associations, nothing has so far been done by the state. 
The appalling condition of the workers was revealed at the 
time of the enquiry made by the Bombay Textile Labour En- 
quiry Committee, which will be considered in its proper place. 
But suffice it to sav here that wha: is true of the textile industry 
is all the more true of any other industry in this country and 
the concept of standard of living determining wages is nothing 
but a misnomer. 

Finally we must consider one more theory in order to see 
that economists do not agree among themselves, thereby 
making it impossible for the practical businessman to listen 
to the former’s advice. Take the theories of profits, for in. 
stance. Although a consideration of profits is most funda- 
mental not only from the standpoint of individual earner and 
the corporation, but also from the standpoint of national in- 
come and public finance, yet upto this time the economists 
have not been able to formulate any concept which may be 
of assistance in practical world. All the discussions on profits 
upto this time are concerned with finding out some justifica- 
tion for it, but not how it is actually determined. To the 
economists, profits are the share of the fruits of industry that 
go to the entrepreneur. According to them, just as rent goes 
to the landowner, wages to labourer and interest to the 
capitalist, in the same way, profits are the remuneration 
of the entrepreneur. Since it is not their duty to determine 
the cxact amount of profit in any particular case, the econo- 
mists are content to deal only in generalities. But so far as 
the businessman is concerned and so far as the state is con- 
cerned, this sort of short-cut leads nowhere. 

The determination of profits for a sole proprietorship is 
of some importance but their determination causes no great 
concern. With a corporation, however, the inter-relationship 
among the participants and with the state necessitates more 
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exact calculauon of profits. ‘Lhe participants are concerned 
with more and more dividends. For the would-be investors, 
efficiency is measured in terms of profits earned. So far as the 
state is concerned, it is interested in taxes and some ot the 
taxes may be measured by profits. Sometimes, tor maintain- 
ing the integrity of the concern, the state may have passed 
laws against fabulous dividends and _ that too requires an 
accurate calculation of profits. But in this respect the theories 
of economics are of no help and we must go to an accountant 
for the calculation of proht. The accountant would at once 
say that by profit is meant net profit. As such profit is the 
remainder obtained by substracting the operating expenses, 
e.g., cost of materials and labour, manufacturing expenses, 
selling expenses, departmental expenses, repairs and depre- 
ciation, etc., from the sale proceeds. This is not all. So many 
contingencies may arise and it will be the duty of a sound con- 
cern to arrange for each and every one of them. Profits anti- 
cipated may result in loss before the stock in hand is disposed 
of, either because prices have gone down or because the 
demand for the same has changed. Contracts for future delivery 
or future purchase may or may not result in profit. Some- 
times, comipodities may be transterred from one store to 
another at a price above cost. ‘These and various other factors 
well-known to businessinen and accountants should be taken 
into account before the profits of a concern are calculated. 
Thus we have seen that in a study of Business, Economics 
with its tools developed so far 1s of little or no use. Ina study 
of technical problems, in many cases, the subject can be pur- 
sued satisfactorily in isolation and the results so obtained by 
isolated studies can then be applied to practice without any 
material loss of the usefulness of the results achieved. In fact, 
this is the method in scientific investigations, the results of 
which are achieved in the laboratory and subsequently applied 
to practice. But a study of economic problems is of entirely 
different nature. The problems of the economic structure are 
so interconnected and interdependent that the study of a 
particular aspect of it carried on in isolation is of little use. 
It may be said that different problems of econemic structure 
may be studied differently and the results achieved by these 
different studies may be connected together for the building 
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up of a consistent whole; but the final result thus achieved 
may be entirely different from reality. For these different 
problems are not of the same nature as the different parts of a 
machine connected together. ‘They are organic, so to say, one 
influencing the other in a manner not always detectable. To 
take one illustration, so many master minds have upto this 
“time studied the problem of the trade cycle and so many 
alifferent theories have been put forward. According to some 
it is purcly monctary phenomenon, according to others it is 
the result of over-investinent or under-consumption or psycho- 
logical factors. ‘There is no doubt that none of these explana- 
tivms taken separately can explain the phenomenon of the 
trade cycle; cach one of them is playing its part ac different 
stages of the cycle in different proportion. This organic cha- 
racter is inexplicable by isolated studies. ‘‘Abstract economic 
analysis, itself, of course, presents no difhculty, as the abundant 
literature on the subject: suthciently testifies. What is lacking 
is any effective means of Communication between — abstract 
theory and concrete application.” 

In view of these difficulties the analytical economist wants 
more time for perfecting his tool. He admits, though reluc- 
tantly, chat “the theory of Economics does not furnish a body 
of setded conclusions immediately applicable to policy,” and 
that ‘‘the gap between the tool-makers and the tool-users is a 
distressingly wide one.” But the economist is not yet in a 
position to answer to the queries of the practical man; he 
cannot give “bread,” instcad, he gives ‘‘stones.” What is 
more tragic, even his tools are not yet prepared for the study 
of reality, and he has to ‘‘plunge into the tangled problems cf 
the real world armed only with his naked hands.” 


Need for Business Education. 


Businessmen are born, not made. Successful business 
requires certain qualities of the brain. But under present-day 
-conditions, business education has indisputably become a 
‘dominant factor in advancing the economic efficiency of any 
country. For, although business requires natural qualities, ac- 
quired qualities are also essential for the proper development 
cand. utilisation of the former. For that purpose, business educa- 
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tion must proceed on most carefully planned lines and this Fes- 
ponsibility should rest with the state, to be supplemented by the 
efforts of the rich business magnates. There can be no better 
form of national investment than to train up the youngmen of 
the country in business. In fact, the problem of personnel is one 
of the stumbling blocks in the way of the development of 
business of any country. 

In this respect, we suffer tor two reasons. In the first 
place, the nature of education imparted in our country is 
defective. For, problems affecting the factory organisation 
and management, such as, factory plannmg, production plan- 
ning and progress, labour organisation and welfare, stores con- 
trol, cost accounting and control, time and motion study, 
fatigue research, vocational tests, industrial psychology, wages 
and efficiency systems and budgetary control, etc., and business 
Organisation, such as, market research, advertising, etc., have 
scarcely received any attention so far. Not only that; even the 
subjects taught are more or less the same as in Economics. We 
have already seen how the study of Economics is of little use 
in the held of business. Secondly, the output of commerce 
graduates is gradually increasing. In view of the inadequate 
development of business in our country, this increasing supply 
cannot be conveniently absorbed. Both these aspects need 
reforms. On the one hand, business education should be in- 
troduced in proper sense of the term; and on the other hand, 
suitable opportunities should be created for the absorption of 
competent commerce graduates. 

Business education should not end in the educational 
Institution, but should be supplemented by practical training 
simultaneously. What is needed is an idea of the actual 
operation, for, a study of business atmosphere is thousand 
times more important than the bookish knowledge and one 
hour spent in actual business is worth the wholeday’s studv- 
This aspect of business education does not seem to have 
received much attention in our country upto this time. 


PART I. 


CHAPTER II. 
FORMS OF ORGANISATION. 
Single Owner. 


The commonest type of businessman in this country as in 
any other country is the single owner, or sole trader, as he is 
often called ‘The organisation aspect of the sole trading con- 
cern presents very few things which may|be of any particular 
interest. The sole trader cairns on business on his own 
account. When the sole trading concern is being run on a 
small scale, there is no need for engaging an employee; every 
work is done by/fthe owner with the help of the elderly mem- 
bers of his family. Sometimes one employee may be taken to 
render assistance in some work. But when the sole trading 
concern expands, the ownership and responsibility though 
shouldcred by one, the{ functions may be distributed, some- 
times among the different members of the family and some- 
times among the hired employees. The sole trader may bring 
in his own capital or supplement it by deposits from friends 
and relatives or borrowings from the/ffinancial institutions; 
and it is he who alone is responsible for profit or Joss in busi- 
ness. So far as he depends on borrowed money, his hability 
is unlimited and if his business creditors cannot be paid in 
full out of his business assets, the balance due to them will 
have to be paid out of his private savings or property, if anv. 

The sole trader is at a greater advantage in so far as he 
can take greater personal interest yn business, which, in its 
turg, leads to efficiency and economy. Like partnership, but 
e joint stock company, the formation of a sole trading 
congern needs no legal formalities. At the same time, it has 
“fer advantage over partnership in\so far as the owner of 
the Business is the master of all he survevs and this facilitates 
quic§ decision and prompt action which is not always possible 
or may be hampered owing to the existence of a number of 
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partners in a partnership. Death, insolvency and irsanity wilt 
naturally lead to a dissolution of the partnership firm unless, 
of course, it is renewed. In the sole trading concern, the 
ownership is hereditary and death of the owner neéd not|lead 
to dissolution of the concern. It has great advantage over a 
Corporation in business where local need is to be satisfied and 
where taste and fashion are paramount. _ 

But the sole trading concern has its disadvantages as well. 
Difficulties ee on the part of a single individual in 
a big concern, though alleged as one of the drawbacks, cannot 
be regarded as such in these days of functional allocation to 
hired employees. Another drawback often pointed out is the 
limited| supply of capital at his disposal and it is argued that 
in these days in most trades huge capital is needed which ts 
beyond the capacity of most trading concerns. ‘This sort of 
difficulty was seen in England in the se decade of the 
present century when as a result of bahk amalgamations and 
devclopment of branch banking the banking institutions lost 
the intimate touch with petty traders in the interior. In our 
country also with the gradual ousting of {the moneylenders as a 
result of stringent legislations and of the indigenous bankers. 
owing to the development of modern banking and also because 
of the cautious iending policy pursued by the banks including 
the Reserve Bank of India and the\\Imperial Bank of India, 
the sources on which the sole traders could draw have been 
limited. But this difficulty seems to be short-lived. With the 
gradual adjustment of the indigenous bankers to more scienti- 
fie line of banking transactions and \ with the change in over- 
cautious attitude of banks, the temporary difficulties of the sole 
trader will be over. Another difficulty of a sole trader,—this 
argument does not apply to a sole trading concern on a large 
scale—it is{falleged, lies in the purchase and sale of goods. 
The economies of bulk purchase and increased turn over, 
particularly when the sale is to be effected outside the locallity 
or province in which the shop is situated. cannot be availed} of 
by petty traders. But even in this respect the advan 
commercial countries have found out solution in 
purchase and group-sale which may be adopted by the petty 
traders in this country. So far as purchases in foreignfkdun-' 
tries are concerned, we have got Indent Firms whose fulictior. 
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is to obtain orders from difterent concerns and place orders 
wholesale. In inland trade, however, the strict secrecy that 
the traders want to preserve has stood in the way of|the adop- 
tion of group-purchase. But the most fundamental difficulty 
of a sole trader lies in the field of liability; for, as already 
noted, his liability is unlimited. But then he cannot get rid 
of it in view of the\particular nature of the organisation of 
his business. Where everything depends on the ability and 
judgment of a single individual, there is no sense in making 
his liability limited withou: at the same time jeopardising the 
standard of business morality.| In any case, inspite of these 
drawbacks and disadvantages, alleged and real, the sole 
trader is no rarity even in advanced cominercial countries of 
the world. 


Partnershi P 


The law governing partnership in India defines it as ‘‘the 
relation between persons who have agreed to share the profits 
of a business carried on by all or any of them acting for all.” 
Three elements are quite distinct in a partnership. In the first 
place, there must be an agreement among the partners and 
their relationship must be the result of a contract. Thus the 
heirs of a deceased partner do not become partners by merely 
succeeding to thejiassets of business. If they want to be part- 
ners, they must enter into a voluntary contract with the sur- 
viving partners, provided the latter give their consent to take 
them in, and this voluntary contract must be a contract with 
regard;to the business of the firm. Secondly, the object of the 
co eaeai must be the sharing of the profits of business. 
Thirdly, the business of the firm must be carried out by all or 
by one or more of thel|parties to the agreement working for all. 

The definition of partnership in the English law is very 
similar to that given above. In English law, the partnership 
is defined as ‘‘the relation which subsists between persons car- 
rying on a business in common with a view to profit.” It must 
however, be noted that the English law of partnership does 
not recognise the firm as distinct from partners constituting 
it. The Indian law has not departed from the principle laid 
dowr| (by the English law in so far as it does not recognise the 
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partnership as a legal entity; but at the same time it must be 
admitted that the Indian law is a diStinct improvement over 
the English law in\so far as it emphasizes, apart from the 
abstract relationship of different partners inter se, the 
concrete aspect of the firm. Persons who have entered 
into partnership agreement with one another are individually 
called ‘‘Partners,” and collectively a ‘‘Firm’ and\\the name 
under which the business of partnership is carried on is called 
the ‘‘Firm Name.” 

Three kinds of partners may be distinguished. In the 
first place, there are active partners who bring in capital and 
take active interest in|the business of the firm. Secondly, there 
are sleeping or dormant partners who bring in some capital 
but do not take any active interest in the conduct of business. 
And thirdly, there are nominal partners who neither contri- 
bute any capitalfInor take any active part but simply lend the 
use of their names and credit to the firm. 

Partners, when they carry on business on behalf of the firm, 
are agents as well as principals—principals in their mutual 
relation| but agents when working on behalf of the firm and in 
their relation to third parties. All partners need not necessarily 
be engaged in active transaction of business. It may be in the 
hands of one or more than|lone working for all. So long as 
the partners are working as agents of the firm, any liability in- 
curred by them is the liability of the firm. Any liability in- 
curred by a partner acting on his own behalf and notjon behalf 
of the firm will in no way affect the firm. 

The essential feature of partnership is mutual confidence 
and mutual trust. The selection of partners should therefore 
be made with utmost caution, and should be restricted to a 
narrow circle in which full confidence may be placed and 
about whose honesty and integrity no partner has the slightest 
reason for doubt. For, the law is clear that every partner 1s 
responsible to his last pie for the — partnership incurred 
in the course of its business, no matter however small the share 
of an individual partner may be in the firm. This being the 
case, a partner with smal] share and poor resources may, by his 
negligence{/or dishonesty, place the whole firm in trouble and 
bring ruin on other partners. This in itself is a sufficient 
reason for the careful selection of partners. 
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As regards the number of partners in a partnership firm, 
-the law ingthis country places limit on the number of persons 
who can enter into partnership agreement. If the business 1s 
yf a general type, the number of partners should not exceed 
twenty; but in case of banking business, the maximum number 
of partners in a firm is ten. Partnership firms carrying on 
_general business may also have banking as side business and vice 
versa. ‘There are very few partnership firms carrying on bank- 
-ing on European lines along with other business. ‘The \most 
noted of such firms is Messrs. Thacker Spink & Co., having 
stationery, books and banking departments. Another partner- 
ship firm carrying on banking side by side with other types of 
-business, such as, insurance, gunny, coal, etc. is Messrs. 
-Gillanders Arbuthnot & Co. 
A partnership can be entered into by an oral agreement 
.but such a course is not desirable, fo1, in time, it becomes a 
fruitful cause of misunderstanding and litigation, leading to a 
- collapse of the firm.. Hence it is desirable on the part of part- 
ners to enter into a written agreement, known as Deed of 
Partnership. “The Deed contains all details as to the amount of 
capital contributed by each pariner, the proportion in which 
Soaked da to be shared among them, the limit of monthly 
drawing of cach partner, the rate of interest, if any, to be 
-charged on drawings and paid on capital, the basis for calcula- 
tion of goodwill in case of retirement or death of a partner, 
and so many other things so that there may not be any scope 
for dispute, or it may be avoided as far as possible. “The Deed 
also contains an Arbitration Clause, according to which all, 
partners agree to refer anv dispute to an arbitrator and abide 
by his decisions. 
The rights and duties of the partners have been distinctly 
laid down in the Indian Partnership Act, 1932. Partners are 
bound to carrv on the business of the firm to the greatest com- 
mon advantage, to be just and faithful to each other and to 
render true accounts and full information of all things affect- 
‘ing the firm to anv partner or his legal representative. Since 
the business is to be carried on by all partners or by some act- 
ing for all, it follows that they have pledged to do so in such 
a way as to obtain the greatest common advantage. In con- 
- ducting the business of the firm. no partner will be allowed to 
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make personal profit out of it. But this prohibition does in 
no respect stand in the way of a partner's deriving personal 
profit in respect of matters not lying within the scope of, and 
not involving competition with, the business of the firm, even 
if he does so bv using information derived in the business itself. 
Every partner shall indemnify the firm for any loss caused to it 
by his fraud in the conduct of the business of the firm. 

Turning, next, to rights enjoyed by partners, every partner 
has a right to take part in the conduct of business, unless, of 
course, by an agreement, the conducting of business is entrust- 
ed to one or a few of them, to the exclusion of other or others, 
in which case the latter cannot participate in business. But 
this restraint is voluntary. Every partner is bound to attend 
diligently to his duties in the conduct of the business. Where 
3 partner throws the whole conduct of the business on another 
partner, the latter is entitled to receive remuneration. Apart 
from such special circumstances, no partner is entitled to any 
remuneration, other than the due share in profit’ earned, for 
taking an active part in business. Any difference arising as to 
the ordinary matters connected with the business may be decid- 
ed by a majority of the partners; every partner shall have the 
right to express his opinion before the matter is decided, - but 
no change inay be made in the nature of the business without 
the consent of all the partners. Every partner has a right to 
have access to and to inspect and copy any of the books of the 
firm. 

The mutual rights and liabilities of the partners of a firm 
may be determined by contract between the partners, express 
or implied, such contract being varied only by consent of all 
the partners. Some of the mutual rights and liabilities are 
indicated below: 

(a) A partner is not entitled to receive remuneration for 
taking part in the conduct of the business; 

(b) All partners are entitled to share equally in the profits 
earned and are liable to contribute equally to the losses suffer- 
ed by the firm; 

(c) Where a partner is entitled to interest on the capital 
subscribed by him, such interest shall be payable only out of 
profits. A partner making, for the purpose of the business, any 
payment or advancing beyond the amount of capital he has 
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agreed to subscribe is entitled to interest thereon at the rate of 
Six per cent per annum. 

(d) The firm shall indemnify a jpaiier in respect of pay- 
ments made ard liabilities incurred by him; 

(i) in the ordinary and proper conduct of business; and 

(ti) in doing ‘such act, in an emergency, for the 
purpose of protecting the firm from loss, as would be done 
by a person of ordinary prudence, in his own case, under 
similar circumstances; 

(e) a partner is bound to indemnify the firm for any loss 
caused to it by his wilful neglect in the conduct of the business 
of the firm. 

So far we have considered the mutual relations of the 
partners. Now we shall turn our attention to the relation of 
partners to third parties. We have already seen that while 
conducting the business of the firm, the partner is an agent of 
the firm. Subject to the provisions of Section 22 of the Indian 
Partnership Act of 1932, the act of a partner which is done to 
carry on, in the usual way, the business of the partnership 
firm, will be binding on the firm by ‘‘implied” authority, which 
Hows fiom the legal relationship of the partners. The 
‘‘express” authority is, however, conferred upon him expressly 
by the actual contract between the partners. Whether the 
authority is expressed or implied, an act done by a partner in the 
usual course of business binds his co-partners and makes them 
liable to third parties dealing with him as agent of the firm. 

In the absence of any usage or custom of trade to the con- 
trary, the implied authority of a partner does not empower him 
to: 

(a) submit a dispute relating to the business of the firm to 
arbitration, 

(b) open a banking acccunt on behalf of the firm in his 
own name, 

(c) compromise or relinquish any claim or portion of a 
claim by the firm, 

(d) withdraw a suit or proceeding filed on behalf of the 
firm, 

(e) admit any liability in a suit or proceeding against the 
firm, 

(f) acquire immovable property on behalf of the firm, 
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(g) transfer immovable property belonging to the firm, or 

(h) enter into partnership on behalf.of the firm. , 

Section 22 of the Indian Partnership Act, 1982, declares 
ahat an act done on behalf of a firm does not bind it unless it 
is done in the name of the firm or in some way indicating that 
it is done with the intention of binding the firm. Every partner 
is liable, jointly and severally, for all acts of the firm done while 
he is a partner. 

A partner has authority, in an emergency, to do all such 
acts for the purpose of protecting the firm from loss as would 
be done by a person of ordinary prudence, in his own case, act- 
ing under similar circumstances and such acts bind the firm. 

The next question is, who can be a partner? Naturally, 
the persons who had formed the partnership firm are partners. 
Where a person holds himself out as a partner, or allows others 
to do it, he is estopped from denying the character he has 
assumed and upon the faith of which his creditors may be pre- 
sumed to have acted. A man so doing may be rightly held 
liable as a partner by estoppel, even though he has not contri- 
buted either labour or capital and has no interest in the profits 
of the business or is indemnified against all possibility of loss. 
A former partner does not become a partner by estoppel merely 
because the firm has continued to use its old name, of which 
his own name forms a component part. The rule of estoppel 
is binding on a former partner who has retired without giving 
proper notice of his retirement. A new partner would not 
however be liable to a creditor of a firm who did not know him 
to be a partner in the firm, although in fact he was a partner 
of the firm, because the creditor could not be supposed to have 
dealt with the firm on the knowledge of this fact. 

A partner may retire (a) with the consent of all the other 
partners, (b) in accordance with an express agreement by part 
ners, or (c) where the partnership is at will, by giving notice 
in writing to all other partners of his intention to retire. A 
retiring partner may be discharged from liability to a third 
party for acts of the firm done before his retirement by an 
agreement made by him with such third party and the partners 
of the reconstituted firm Notwithstanding the retirement of a 
partner, he continues to be hable to third parties until he gives 
public notice of his retirement. 
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The case of a deceased partner stands on a footing different 
from that' of a partner retiring during his lifetime. On the 
death of 4 partner, neither his legal representatives nor his 
property can be held liable for transactions after his death, 
though the business is continucd by the surviving partners 
under the old name, or under a name of which the name of the 
deceased partner forms a part and though the old customers 
and creditors have no notice of his death. 

As regards the introduction of a new partner, no person 
can be introduced as a partner into a firm without the consent 
of all the existing partners. A person who is introduced as a 
partner into a firm does not thereby become liable for any act 
of the firm done before he became a partner. We have already 
seen that the underlying feature of a partnership is mutual trust 
and mutual confidence. But this may be hampered by the 
introduction of a stranger in the partnership firm. But where 
all partners agree to such an introduction, this problem does 
not arise at all and the smooth working of the firm remains 
ensured. 

‘The Indian Partnership Act of 1932 has introduced a new 
feature in partnership business by introducing registration of a 
firm, which may or may not be availed of by a particular con- 
cern. Registration is not compulsory, nor does it impose any 
penalty for non-registration. But then if there is no induce- 
ment to register, the provision would remain a dead _ letter. 
‘So the law has imposed certain disabilities on unregistered firms 
and partners, thereby bringing an indirect sort of pressure to 
bear upon them to register.  ‘Vhus although we cannot say 
that the chapter on registration of firms is really an integral 
part of partnership law, yet its importance in the field of busi- 
ness cannot be entirely neglected. 

The idea of registering firms is not a new one and _ pro- 
posal for registration, sometimes for compulsory registration, 
have been put forward, but in view of the inherent difficulties 
in the way of such a legislation in India where many firms are 
governed under the Hindu Law, the opinion of the mercantile 
community of the couniry differed and the government also 
became hesitant in taking any such step. This conflict with the 
existing law was not the only difficulty. There was a greater 
difficulty still. Under the Hindu Law prevalent in greater 
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part of the country, every new birth of a male child adds to the 
number of partners in the Hindu joint family business, just 
as every death of a male member subtracts from their number. 
If the registration of a partnership firm is made compulsory, 
it would be very much inconvenient in so far as every birth 
or death and every partition of family would necessitate a 
change in the register. Many partnership firms are temporary 
in character, sometimes for the transaction of a particular busi- 
ness; and as soon as the business is over, the partnership is dis- 
solved. If registration is made compulsory, this sort of enter- 
prise would surely be hampered and be forced to evade the 
provisions of the law; while at the same time the benefit derived 
from the public may be, and will be, negligible. The same 
would also be true with regard to firms carrying on petty busi- 
ness. In these cases the transactions are limited within a nar- 
row circle and enforcement of claims in the court of law ts a 
rare phenomenon, whereas the procedure of registration would 
always exercise a damping effect on the formation of partner- 
ship. Under these circumstances, it is not possible to under- 
stand the plea of the British mercantile community in_ this 
country in favour of compulsory registration, as prevalent in 
England. They went further and even suggested that the 
provision for compulsory registration should apply even to the 
Hindu joint family business. 

The framers of the Indian Partnership Act, however,—it 
must be admittec,—took a reasonable view of the situation 
and tried to obtain the advantages of registration without at 
the same time giving up the advantages of the existing system, 
nor did they want to interfere with the working of the Hindu 
joint family business under the Hindu Law. ‘They therefore 
wisely confined their attention to ordinary partnership firms 
which are contractual in their origin. It was also considered 
that by making registration optional and offering substantial 
inducements to register, all the benefits of registration would 
be retained without at the same time introducing the 
distasteful feature of compulsion. Under the existing legisla- 
tion, any firm, which is not registered will not be able to 
enforce its claims against the third party in the civil courts and 
any partner who is not registered will be unable to enforce his 
claims against the third party or against his fellow partners. Gn 
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the other hand, third parties are free to enforce any claims they 
may have against unregistered firms or partners in such firms. 

The only particulars to be turnished to the Registrar for 
1egistering a firm are the name of the firm, the place or places 
of business, the date on which each partner joined the firm, the 
names and permanent addresses of the partners and the dura- 
tion of the firm. It should be noted that unlike in the case of 
a joint stock company, registration in the case of partnership 
does not involve the disclosure of any internal affairs of the 
firm. This is due to the fact that any information regarding 
the internal affairs of the firm is useless to the public in so far 
as a partnership firm cannot issue shares to the public. The 
Registrar being a recording officer will simply record the state- 
ment made by the firm without going into its accuracy. 
Changes in the firm name, or its principal place of business, 
may be reported to the Registrar in order to enable him to 
bring the register up-to-date. The reporting, unlike in a joint 
stock concern, is not obligatory; but it needs to be done in 
order to become consistent with all the legal formalities. 

On the effects of non-registration of a partnership firm, the 
Act is quite clear. The position is given in the following sub- 
sections of Section 69 of the Act. The sub-sections are as 
follows: — 

(1) No suit to enforce a right arising from a contract or 
conferred by this Act shall be instituted in any court by or on 
behalf of any person suing as a partner in a firm against the 
firm or any person alleged to be or to have been a partner in 
the firm unless the firm is registered and the person suing is or 
has been shown in the Register of Firms as a partner in the 
firm. 

(2) No suit to enforce a right arising from a contract shall 
be instituted in any court by or on behalf of a firm against any 
third party unless the firm is registered and the persons suing 
are or have been shown in the Register of Firms as partners in 
the firm. 

(3) The provisions of sub-sections (1) and (2) shall apply 
also to a claim of set-off or other proceeding to enforce a right 
arising from a contract, but shall not aftect 

(a) the enforcement of any right to sue for the dissolu- 
tion of a firm or for accounts of a dissolved firm, or 
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any right or power to realise the property of a dissolved. 
hrm, or 

(b) the powers of an official assignee, receiver or court 
under the Presidency Towns Insolvency Act, 1909, or the 

Provincial Insolvency Act, 1920, to realise the property of 

an insolvent partner. 

(4) This section shall not apply 

(a) to firms or to partners in firms which have no- 
place of business in British India or whose places of busi- 
ness in British India are situated in areas to which, by 
notification under Section 55, this chapter does not apply 
or | 

(b) to any suits or claim of set-off not exceeding one 
hundred rupees in value which, in the Presidency-towns is. 
not of a kind specified in Section 19 of the Presidency 

Small Causes Courts Act, 1882, or outside the Presidency- 

towns, is not of a kind specified in the second schedule to 

the Provincial Small Cause Courts Act, 1887, or to any pro- 
ceeding in execution or other proceeding incidental to or 
arising from any such suit or claim. 

In England another type of partnership firm has come into 
existence under the Limited Partnership Act, 1907. This is 
known as Limited Partnership. In a limited partnership firm, 
a general partner enjoys similar rights and is subject to similar 
liabilities as in’ ordinary partnership. On the contrary, the 
rights and liabilities of a limited partner are limited. The 
limited partner makes a hxed contribution to the partnership 
business which he cannot withdraw during his limited partner- 
ship. He takes no part in the management of the firm. He 
may inspect the books of the firm and can tender advice, but 
cannot in any way bind the firm. Death, bankruptcy or lunacy 
of a limited partner will not lead to a dissolution of the firm, 
as it would happen in ordinary partnership. A limited partner 
in general, cannot object to the introduction of a new partner, 
nor can he dissolve the firm by giving notice; but he may 
assign his share to somebody else who becomes a limited part- 
ner in his place. Be it noted, however, that undertakings of 
this type are not numerous, greater attraction being offered by 
the facilities that now exist for the formation of private com- 
panies with limited liability under the Companies Act. 
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Hindu Joint-family Firm. 


A joint family firm is the creation of Hindu Law; the 
rights and liabilities of the co-parceners owning a joint family 
business are determined by the Hindu Law and not by any 
Act of the Indian Legislature. In the case/of such a family, 
every male member born in the tamily acquires by birth a 
share in the business. As regards the liability of the members 
of a family business, the karta or manager is personally liable 
to an unlimitedjextent, though other members of the family are 
liable only to the limited extent, i.e., to the extent of their 
interest in the firm, unless they are parties to any transaction 
or contract entered into by the manager. It ig interesting that 
from the standpoint of liability, the joint family firm resem- 
bles the limited partnership concerns to be found in England. 
For, the liability of the karta, like that of a general partner, is 
unlimited, whereas that of other tore nes that of limited 
partners, is limited. They are only liable to the extent of the 
joint-family property; private property, if any, will remain un- 
touched. The point of similarity with limited partnership 
does not end here. As regards management also, there is somd 
similarity. he manager of a joint-family business has larger 
tights in the management than any other partner. Thus the 
manager has an implied authority to pledge the property ot 
the family for the benefit of the family business. He can enter 
into{contracts, give receipts and compromise and_ discharge 
claims arising out of business. But other partners, like limited 
parimers. cannot interfere in any way in these matters. 

If the manager of a joint family business, acting on behalf 
of the family, enters into a partnership with a stranger, every 
partner of the family business does not become a partner of the 
new concern thus brought into existence and the relation of 
the family business with the new concern terminates on the 
death of the manager, who is, so tojsay, a link between the two. 
Just as other partners have nothing to do with the new concern 
during the life-trme of the manager, so also after his death they 
are in no better position than sub-partners vis-a-vis that 
concern. | 

Another interesting point to} note in connection with 
joint family firm is that it is not dissolved by the death of a 
co-parcener, nor is a co-parcener entitled, on severing his con- 
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nection with the family firm, to ask for accounts of past profits 
and losses. 

- Although in some respects||the joint family. firm .resembles 
other types of concern known in the Western world, it must be 
admitted that it is a-type by itsell and a product of the Indian 
soil. Unlike in an ordinary partnership which is contractual, 
its Indian prototype arises from/status in the family, and is 
formed by the male issues: Unlike in a joint stock company 
where interest is acquired by going in for shares of the com- 
pany and by having their names entered in the register of mem- 
bers, the interest in Jom amily business is acquired by birth. 
But the co-parceners in a' joint family business, like the share- 
holders of a joint stock company, are more or less sleeping 
partners, everything being done by the manager in the former 
and the Board of Directors or Managing! Director in the latter, 
nor is their existence affected by the lunacy, bankruptcy and 
death of a co-parcener. or a shareholder. In this respect the 
difference from partnership is remarkable, for. in a partnership, 
unless otherwise arranged, each and every partner can, as a 
matter\of right, participate in the business of the concern, and 
the partnership is dissolved by the death, bankruptcy or lunacy 
of any one partner, though, of course, it may be revived by the 
existing partners if they so desire. 


CHAPTER III 


FORMS OF ORGANISATION (Contd.) 
Advent of Joint-Stockism. 


With the growing complexity cf business - which needed 
sound businessmen for its successful continuation and with the 
increase in risk, a new type of business organisation has come 
into existence, viz., the joint stock company. Its advent has 
made possible gigantic enterprises, under the guidance\of busi- 
ness experts, pooling its financia) resources from the savings of 
all classes, of men, both rich and poor, and at the same time 
limiting the liability of the proprietors, thereby removing the 
terror of investment. In fact, the movement in favour of 
limited liability/jin some western countries was the outcome of 
the failure of some concerns as a result of which many proprie- 
tors had burnt their fingers and some reduced to the state of 
abject poverty. The outcome was the legal recognition of the 
principle of limited lability. ‘Thus some people have gone so 
far as to declare the Joint Stock Company as the extension of 
partnership firm, the disadvantages of the latter arising out of 
unlimited hability being removed by the substitution of 
limited lability. 

There was another reason for the advent o the new type 
of organisation. Since the rise of, industrialism every _ big 
venture requires a huge capital which is outside the availability 
of a partnership, what to speak of a sole trader. Besides, so far 
as the small saver was concerned, his small saving—though| in- 
dividually insignificant, bur collectively a fair proportion of 
National saving—could not be uulised. For, in a partnership, 
the finance was received from within a narrow circle, and no 
public call was issued. Both these problems were solved by the 
new type of business|concern. On the one hand, the joint stock 
concern can raise enormous sams by floating shares and 
debentures, and on the other hand, it has given scope to all 
types of investors by making the denomination of each share 
very small, so that even the Sania saver can have his money 
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invested. In fact, even the manual labourers in a concern are 
sometimes found to be the shareholders of the same or: other 
concerns, thereby having not only a share in the annual profits 
of the concern but also having/a voice,—as much as is allowed 
to the shareholders—in the management of the concern 
through their control over directors. 


What is a Company? 

Ordinarily speaking, a company, like any other association, 
is a body of persons formed for the attainment of some com- 
mon purpose. But this general |dehinition is not enough to dis- 
tinguish a company from any other association. In strict sense, 
however, in a company, unlike in a partnership, the number 
of members is more numerous, and sometimes, as in the case of 
a public Joint Stock Company, there being no\jupper limit to 
their number, the interest of the members in the business being 
transferable even without the knowledge and consent of other 
members. It is these two features, viz., unlimited or more 
numerous number of members and transferability of share, 
that disitnguish a company trom \any other type of business 
concern known so far. 

The points of distinction however do not end here. To 
note a few more points of contrast,—in the first place, a com: 
pany comes into existence by the special process of registration 
under the Indian Companies Act along with subsequent amend- 
nents, by special statute or by Royal Charter: no such legal 
formality is called for in any other type of concern, the registra- 
tion in case of partnership, though provided for, being optional. 
It follows from this, secondly, that while in a sole trading con- 
cern, the sole trader is his own master and in partnership the 
personal relation of the partners infer se is all important, in a 
company the personality of the individuals who join together 
to form the company is merged in the legal entity thus created. 
A company is a legal, artificial ‘‘person” having its own name 
and seal, with rights and liabilities entirely distinct from those 
of the members who compose it. In a partnership, any partner 
may bind the firm and any partner may be called upon to pay 
the debts of the firm, But the rights and obligations of a com- 
pany are distinct from the rights and obligations of its indivi- 
dual members. Only the officers of the company acting in its 
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wame ‘can exercise the company’s rights; the shareholders 
having nothing to do in this respect. Thirdly, when a com- 
pany is limited by shares or by guarantee, no member can be 
made to contribute to the company’s assets anything beyond 
the sum, if any, still unpaid on the shares he has taken or on 
the guarantee he has given. But, we have already seen, the 
liability of a partner is unlimited; even in case of limited 
partnership, the liability of a general partner is unlimited. 
Fourthly, if a member of a company sells his holding, neither 
his withdrawal nor the entry of his successor, makes any differ- 
ence to the existence of the company. Even the death, lunacy 
or bankruptcy of a member does not affect its continuity; not 
so in case of a partnership. Fifthly, as already seen, every 
partner has the right, unless he otherwise agrees to cede it in 
favour of one or more partners and unless he is a limited 
partner or a co-parcener in a joint family business, to parti- 
<ipate actively in the management of the firm’s affairs; but the 
rights of shareholders are very much restricted and can only be 
exercised in some prescribed way, e.g., by formal resolution in 
general meeting, or by application to the court in some special 
circumstances. Sixthly, the constitution of a firm may be 
changed by agreement among the partners; but any alteration 
ofa company’s memorandum, changing thereby its object 
clause, or reducing its capital or modifying the rights attaching 
to its shares cannot be made without the consent of the court. 
Finally, a company. by keeping its books open for inspection 
and by filing returns with the Registrar, is required to make 
public certain information which in a partnership firm, even 
though registered, may not be known to outsiders. The reason 
for this is obvious. In the case of a joint stock company, the 
interest of the public is involved in so far as they are the in- 
vestors in the concern. Any false information may involve the 
members of the public and put them in bad investment. Not 
so in case of partnership, even when it is registered. It is on 
all these grounds that a company differs from a partnership or 
any other type of business concern. 


History of Company Law in India. 


_The first Company Law in India, the Joint Stock Com- 
apnies’ Act, was passed as carly as 1850, which was followed by 
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two Acts of 1857 and 1860, all the previous Acts being repealed 
by the Companies’ Act of 1860. This Act, in its turn, was 
repealed in 1882 and it remained in force till 1913 when an 
extensive amendment to the Companies’ Act was passed. The 
Act of 1913 was based on the English Companies’ Act of 1908, 
with certain additional provisions to meet the peculiar condi- 
tions prevailing in India. It not only extensively amended the 
previous legislation relating to trading companies and other 
associations in British India but was also a consolidating Act. 
In time, however. the deficiencies of the Act of 1913 came to 
light; for, it did not provide for certain peculiarities of Indian 
commerce, such as, the managing agency system, and in certain 
other respects it was found to be highly unsatisfactory in its 
operation. The Indian Companies (Amendment) Act of 1936 
has sought to remove these deficiencies. The Act has since 
been further amended almost every year in order to make it 
more suited to existing conditions in the field of business. 


Types of Compantes in India. 


The types of companies can be best illustrated with the 
help of the following chart: — 


Companies in India 


| 
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Indian Non-Indian | 
Char- Statu- Regis- Unregis- — Subsi- Insur- 
tered tory tered tered diary ance 


Company Company Company Company Company Company 


Incorporated Incorporated 
in India (British) outside British India. 
| Soe, ns a 
Public = Private 


Limited by Limited by Unlimited Limited Unlimited 
Share Guarantee Company 
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We shall consider - the above classification in brief, devoting 
much of our attention to the Public Company, limited by 
share, which is by far the most important. To take up the 
Chartered Company first, a company incorporated by a Royal 
Charter has an unrestricted corporate capacity as an ordinary 
person. At the time of granting the charter, its power may, 
however, be limited in a direction, such limitation being only 
an essential part of the so-called bargain between the crown and 
the company. Notwithstanding this limitation, however, the 
company has been granted plenary capacity in the common law 
in England and all that the crown can do is to annul the 
charter, as was done in the case of the East India Company. It 
is in this respect that a chartered company organisation differs 
from any other type of business organisation; for whereas in 
case of any other company the object is limited and can in no 
case be transgressed, the chartered company enjoys plenary 
capacity in the common law. 

A statutory company is a company incorporated by a spe- 
cial Act of the Legislature. Companies in relation to railways, 
docks and gas, electric and tramway undertakings are usually 
incorporated by such Acts. The only point of distinction 
between the statutory company and a registered company lies 
in powers granted. So far as the statutory companies are con- 
cerned, they are invested mostly with compulsory powers. But 
in a company formed otherwise, the directors have always got 
discretion with regard to the exercise of powers conferred on 
them by the Memorandum of Association and _ Articles of 
Association of the Company. Leaving aside this fundamental 
point of distinction, a statutory company is very similar to the 
registered company's constitution. 

An unregistered company is nothing but a big partnership. 
constituted by contract, some of its features being akin to those 
of a registered company. ‘These features are transferability of 
shares, continuity of the concern, notwithstanding the death 
or bankruptcy of one or more members and the vesting of the 
management in a selected body of directors, to the exclusion of 
members. But as regards the liability of the members, this 
type of business organisation is akin to partnership. 

Another variety of companies to be found in India are 
insurance companies. To place them under a separate heading 
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may at first sight seem unnecessary, but this has been done 
because they are governed by an Act of their own. The busi 
ness of insurance is essentially contractual but it raises several 
problems to itself, this being the reason why the Contract Law 
alone was insufhcient and the need for a special Insurance Act 
was felt Before the passing of the Indian Life Insurance Com- 
panies Act of 1912, the Companies were governed either by the 
Act X of 1866, or the Assignment of Fire and Marine Policies, 
or by the Indian Companies Act of 1882. ‘The expansion of 
Indian insurance business during the days of the swadeshi 
movement necessitated the passing of a separate insurance law 
with regard to the life insurance business, in which line the 
Indian concerns have specially proceeded, with a view to check 
the mushroom growth of bogus companies. The Indian law is 
based more or less on the principle laid down by the British 
Jaw in this respect, viz., minimum amount of interference with 
uhe working of the company with maximum amount of publi 
city so as to enable the public to decide for themselves, while 
at the same time insisting on a certain amount of deposit being 
paid in, not with the object so much of protecting the policy- 
holders as of preventing the formation of mushroom companies. 
With this principle underlying, the Act of 1912 was passed. 
This Act was seriously defective in so far as it did not govern 
insurance business other than life and thus gave a freehand to 
the foreign companies which have a practical monopoly of this 
type of insurance business. The modified Act of 1938 applies 
to all types of insurance business transacted by companies in- 
corporated in British India, United Kingdom or elsewhere. To 
prevent the growth of mushroom companies, the Act provides 
for registration of all companies and a substantial initia) depo- 
sit of Rs. 50,000/- in securities to be raised to a_ total of 
Rs. 2,00,000/- within a stated period. The Act provides for 
1efusal to register unless a sum of at least Rs. 50,000/- is collect- 
ed for working capital, over and above the sum necessary to 
meet compulsory deposit. The filing of statements and accounts 
with the Superintendent of Insurance has been made compul- 
sory even with regard to the British and foreign companies, on 
penalty of prosecution and evcn winding up in case of non- 
compliance. This stringent but necessary restriction was modi- 
fied in 1941 with a view to adjust the business with the changed 
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situation, and the Insurance Amendment Act of 1941 permitted 
the payment of reduced instalments of deposits during the con- 
tinuation of war and one year afterwards by the companies 
‘doing life insurance business only, who commenced to issue life 
policies during the ten years prior to the outbreak of war on 
3rd September, 1939. This relief was granted, subject to condi- 
tions, to such small insurance companies aS were experiencing a 
fall in new business and of lapse of existing policies due to war. 

Next we turn to another type of companies which in this 
«<ountry have been regarded with the greatest possible dis- 
favour. They do not differ from other companies in the matter 
of constitution and function. But the only point of difference, 
and a vital one, lies in their non-Indian origin. They are to be 
found in almost all lines of business, some of them being their 
virtual monopoly, ¢.g., jute imdustry, coal mines and tea 
gardens. In the wider field of commerce also, e.g., foreign 
exchange, insurance other than litle, etc., they have a prepon- 
derating influence and control. The unsympathetic attitude of 
some of these foreign exchange banks was revealed in the 
evidences tendered before the Indian Central Banking Enqutry 
Committee. Vhe high freight charged by foreign shipping 
along with other troubles placed im the way of Indian com- 
merce is equally well-known. In the field of insurance business 
other than life, also, the control of India’s foreign trade by 
foreigners has stood in the way of development of Indian com- 
panies in this particular line. Thus if a firm of managing 
agents represents a particular company, all the insurance busi- 
ness of that particular company gocs to the insurance companies 
represented by that fim. Even when the managing agents 
happen to be an Indian concern. a major portion of business 
goes to non-Indian companies because the managing agents 
happen to represent British and other non-Indian insurance 
companies. Sometimes, the importers in other countries stipu- 
Jate in their letters of credit that insurance should be effected 
with such and such concern, with the result that the exchange 
banks working in India accept the documents only if the goods 
concerned are covered by that insurance company, which in- 
variably is non-Indian. 

The Indian opinion has all along been in favour of in- 
«Juding certain provisions in the law which may give some 
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tangible help to Indian concerns. But neither the Insurance 
Act of 1938 nor the Banking Bill has done anything in this. 
respect. The Indian Companies Act, however, lays down. 
certain requirements of a minor character to be observed by 
companies which are incorporated outside British India and 
which also have offices and places of business in this country. 
On observance of these requirements, such companies come 
within the purview of the Indian Companies Act and therefore 
all provisions which would apply to companies established and 
incorporated in this country under the Act would equally 
apply to such foreign companies. The Indian Companies. 
(Amendment) Act of 1936 adds a few more provisions which are 
in the nature of restrictions on their powers of management. 


The Indian Companies (Aimendment) Act of 1936 brings 
under the purview of the Act another variety of companies, 
called subsidiary companies, of which we shall note details. 
in a subsequent chapter. 


Registered Companies. 


To consider the registered companies, they may be of two: 
types, private and public. Before wc consider these two types, 
we should note the cases where the law requires expressly the 
registration of a company. Where an association is formed for 
the purpose of carrying on banking business with more than 
ten individuals, it must of necessity be registered under the 
Companies Act. Registration is also compulsory in case of con- 
cerns carrying on general business with more than twenty 1n- 
dividuals. If not registered, these associations will be regarded 
as ‘‘illegal” although none of the objects for which they may 
have been formed are illegal. Registration of a banking con. 
cern with ten or less members and that of a general concern 
with twenty or less members are not necessary, although there 
is no bar to their being registered and acquiring a corporate 
status with all the powers and privileges conferred upon regis- 
tered companies by the Act: but in that case there is a limit for 
the minimum number of members, seven in case of a public 
and two in case of a private company. ‘The effect of non-regis- 
tration will, however, be that the lability of members would’ 
be unlimited, although they will in no sense be regarded as. 


FORMS Of ORGANISATION 4%: 


‘‘illegal” associations, but can carry on business as partnerships. 
or unincorporated companies. 


Private Compuny. 


A private company ts a company which by its articles, 

(1) restricts the right to transfer shares, where it has got 
share capital, 

(2) limits the maximum nuinber of members to 70, exclud. 
ing persons in the employ of the company, with at least a 
minimum number of two members, and 

(3) prohibits any invitation to the public to subscribe to its 
shares and debentures, | 

In comparison to English law, the Indian law is very 
narrow. In English law, a private company coniprises of per- 
sons who have taken up shares when they were in the service of 
the company but have subsequently ceased to be in its employ. 
In Indian law however any such person who having purchased 
a share in a private company has ccased to be in its employ ts 
excluded from the membership of a private company. 

The private compariy arrangement is full of promise; tor, 
it brings within the reach of partnership the blessings of limited 
liability and at the same time it affords scope for the expansion 
of the number of members to 50 and for raising a fairly large 
capital. This form of incorporation has proved so popular im 
England that the limited partnership concerns have not made 
much headway inspite of the legal privileges granted. The 
Indian Companies Act of 1913 has fully adopted the recogmi- 
tion and an increasing number of companies are being incor- 
porated under this arrangement. If at anv stage, it is thought 
desirable, to convert the private company into a public one. 
this can be done under Section 154 of the Indian Compantes 
Act of 1913. 

In India, however. private company arrangement has not 
proved so very popular as in England. This is clear from the 
number of private limited companies carrying on banking and 
allied business in India. Thus in Bombay in 1928-29 there 
were 13 private concerns registered as private banks. There 
were several other private financial concerns in that province 
doing banking business on a large scale: but they were not 
registered. There were several other concerns registered as 
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private banks for considerations other than that of transacting 
banking business. For instance, among the specified objects 
for which some of the companies have been started are the fol- 
Jowing: ‘‘Carrying on business as capitalists, financiers, <on- 
cessionaires or merchants,” ‘‘forming, promoting, subsidising 
and assisting companies, syndicates and partnerships ot all 
kinds,” ‘‘carrying on and transacting every kind of guarantee 
and indemnity business, eic. Among the foreign cxchange 
tanks 1a Bengal two appear to have been private limited com- 
panies. One of them, Messrs. Thos. Cook & Sons, incorporated 
in Engiand, carries on banking business along with other tusi- 
ness. The other, Messrs. Grindlay & Co., also incorporated in 
England, has placed the banking department and the passage 
and shipping department under one and the same :anage- 
ment. The firm was originally a partnership, but was convert- 
ed into a private limited company in 1924 at the time of its 
afhliation with the National Provincial Bank. The Bengal 
Provincial Banking Enquiry Committee gives the following list 
of private limited banks and allied institutions at work in 
Bengal during the vear 1928-29: 





Banks and allied Insti- 
tulzons as private limt- Objects. 
ted Companies. 
J. Rajnagar Loan & Trad- Banking and moneylending. 
ing Co., Ltd. es 
2. The Jagadamba Loan Monevlending. 
Co., Ltd. “a 
3. The Pioneer Agency Ltd. To carry on the business of 
banking and manufacture 
of oil, rice, silk and other 


fabrics. 
4. Rosheya Trading and To give loans, to take various 
Banking Co., Ltd. ae sorts of deposits and to 
cultivate paddy, jute. fruits, 
Cte. 
9. The Banking Corpora- To carry on the business as 
tion Ltd. a traders, bankers, managers, 


agents, managing agents, 
etc. 
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Banks and allied Institutions 


Sh. ; Objects. 
as private limited Companies. pepe 





6. ‘Trading Syndicate Ltd. ... To carry on the business of 
banking and trading in ge- 
neral, such as, dealing in 
paddy, rice, wheat, etc. 


47. The Murshidabad Banking. 
Agency Ltd. ace 

8. The Lakshmi Loan Cor- Banking and money lending. 
poration Ltd. wee 

9. Trash Bank Ltd. .. Banking. 

10. Kumar’s Credit Corpora- Banking. 
tion Ltd. eee 

11. Adamdighi Kundu Bhra- To lend and receive interest 
tri Sangha Ltd. wen on mortgage of moveable 


and immovable properties. 
12. Calcutta Bank Ltd. --« Banking. 
13. Mahalaxmi Industrial & Banking. 
Trading Bank Ltd. 
14. Dacca Oriental Loan Money lending and Banking. 
and Trading Co. Ltd. ... 


I>. Nehalia Loan Office Money lending. 
Ltd. ood 


16. Prabartak Bank Ltd. .... Banking. , 


Under the Indian Companies Act of 1913, although legal 
recognition was accorded to private Companies by granting the 
privilege of limited liability to registered concerns, no special 
privilege, over and above those enjoyed by public companies, 
was granted to them. The Act of 1936 has granted certain 
special privileges, which are as follows: 


(1) Ina private company, the minimum number of mem- 
bers necd not be seven; two members are cnough. 


(2) It is not necessary lor a private company which are not 
the subsidiary companies of public companies to have any 
directors; but in case of public companies and also subsidiary 
companies of public companies, there must at least be three 
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‘directors. In a private company, there may be no director 
at all. 


(3) Section 83B and 84, making provisions and imposing 
restrictions regarding appointment and advertisement of direc- 
tors do not apply to private companies. 

(4) In the case of a private company which is not a sub- 
sidiary of a public company, Section 91B which prohibits vot- 
ing by interested director and which lays down that the. pre- 
sence of such director shall not count for the purpose of 
forming a quorum at the time of such voting and that if he 
votes, his vote shall not be counted, does not apply. 

(>) If there be a director. his consent in writing to act 
us such and his contract to take up qualification shares need 
not be filed with the Registrar; nor is it necessary for him to 
sign the memorandum for any qualification shares. 

(6) Section 91D) which makes provisiens regarding con- 
tracts made by agents or managers of a company on behalf of 
the company in which the company is an undisclosed principal 
does not apply to the case of uw private company which is not a 
subsidiary of a public company. 

(7) The provisions of Section 103 regarding postponing 
the commencement of business or the exercise of borrowing 
powers until the requirements of the Section are fulfilled do 
not apply to a private Company. A private Company can com- 
mence business immediately on registration. The provisions 
regarding minimum subscriptions and allotment do not refer 
to a private company. 

(8) Out of the regulations of ‘able A which are made 
compulsorily applicable to public companies under the amended 
Section 17 of the Act, regulations 78, 79, 80, 81 and 82 regard- 
ing the rotation of directors shall not be deemed to be included 
in the articles of a private Company unless it is a subsidiary 
company of a public company. 

(9) It is not necessary for a private company to file with 
the Registrar a statement in lieu of prospectus. 


(10) Section 77 which provides for the holding of the sta- 
tutory meeting, the forwarding of a copy of the statutory report 
ao every member of the company, and the delivery of a copy 
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of the statutory report to the Registrar for registration and 
other provisions of the Section do not apply to a private com- 
pany. 

(11) It is not necessary for a private company to eat any 
copy of its balance sheet and profit and Joss account or the 
incomé and expenditure account with a copy of the auditor's 
report tc its members. But if a member of a private company 
wants to have from his company copies of the balance sheet 
and profit and loss actcunt by paying for them, the company 
must furnish the copies. 


(12) Section 134 which yequires three copies of the 
balance sheet to be forwarded to the Registrar is not appli- 
able to a private company. 


(13) Under Section 144, in the case of a private company, 
not being the subsidiary of a public company, a person who 
does not hold certificate from the Central Government entitl- 
ing him to act as an auditor ol companies, may be appointed 
as an auditor of such a private company. A person in the em- 
ployment of a director or officer of the company may be an 
auditor of such a private company not being the subsidiary 
of a public company. 


(14) Section 146 which gives holders of preference shares 
and debentures of a company the same right to receive and 
inspect the balance sheets and proht and loss accounts of the 
company and the auditor's reports and other reports, as is pos- 
sessed by the ordinary shareholders, does not apply to a pri- 
vate company so that a private company is not bound to al- 


low these rights to preference shareholders and debenture 
holders. 


The above exemptions and privileges remain valid so long 
as the company continues to observe the limitations and res 
trictions imposed upon it by the Act. But here arises a ques- 
tion of interest. If the company does not observe the limita- 
tions, would it cease to be a private company? The opinion of 
legal experts and some judicial decisions were in the negative. 
But in that case the limitations imposed on a private company 

s, become nothing better than dead letters. So the English Act 
of 1929 provides that in the case of default in the observance of 
the Jimitations or any other provision of the Act, the company 
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would cease to be a private company, unless, of course, it is. 
relieved from these consequences by the court on an application. 
made by the company or any other person interested in it, 
showing, to the satisfaction of the court, that the default was 
accidental or due to iniudvertence or some other just cause. 
In India, too, the amendment Act of 1936 has introduced a 
similar provision. 


(2) Public Company. 


A public joint stock company is an association of a num- 
ber of persons united for some specific business carried on 
under a certificate of incorporation granted by the Registrar 
of Joint Stock Compames and thereby formed into a_ body . 
corporate, having a legal entity with its own name and seal, 
capable of holding property and contracting debts in its own 
name and having a separate existence from persons composing 
it. Public companies may be of three types,—those limited bv 
share, those limited by guarantee and unlimited companies. 
Of these, the first type is bv far the most numerous at the 
present time. In companies limited by guarantee, each mem- 
ber undertakes to be Hable to pay the debts of the company 
upto a certain amount, but the capttal of the company 
is not divided into shares. This tvpe of company formation 
is resorted to chiefly when the company is an association with- 
out capital and carried on for purposes other than the making 
of profit. In unlimited companies, the lability of the members 
is not limited at all. 


Incorporation of a public company. 


Incoporation is essential im the case of a public company. 
Before a company is incorporated, the following documents 
will have to be filed with the Registrar of the joint stock com- 
panies: 


(a) Memorandum of association. 


(b) Articles of association, if any. In the absence of 
special articles, Table A attached to the Indian Companies 
Act, 1913, will come in force as the company’s articles. 

(c) Notice of the situation of the registered office. 
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(d). List of persons who have consented to be directors. 
(e) Consent of directors in writing to act as such. 


(f) Declaration by an advocate, attorney or pleader, en- 
titled to appear before a High Court, who is engaged in the 
formation of the company, of compliance with all, or any, of 
the said requirements. 


If the application is granted, a certificate of incorporation 
is issued, by which the company obtains a legal status. The 
company, however, cannot commence business or exercise its 
borrowing powers unless it obtains a further certificate from | 
the Registrar declaring that the company is entitled to com- 


mence business. This is given when the following conditions 
are fulfilled: 


(a) Shares are allotted to an amount not less than the 
minimum subscription. 


(b) Every director has paid for on each of the shares 
taken or contracted to be taken by him, and for which he 1s 
hable to pay in cash, a proportion equal to the proportion pav- 
able on application and allotment on shares offered for public 
subscripton, 


(c) filing with the Registrar by the Secretary or one of 
the Directors an application that the aforesaid conditions have 
been fulfilled and 


(d) in case of a company which does not issue a prospec- 
tus inviting the public to subscribe for its shares, there has 
been filed with the Registrar a statement in heu of prospectus. 


Two things need explanation here, viz, Memorandum otf 
Association (M/A) and Articles of Association (A/A). To take 
up the M/A first, itis a document setting out the consutution 
of the company. [ts object is twofold-—finst. that the intend- 
ing investors of capital shall know in what field it is to be put; 
and second, that any one who shall deal with the company 
may know, without any doubt, whether the contractual rela- 
tion which he contemplates entering into with the company 
is one relating to a matter within its corporate objects. In the 
words of Lord Macmillan, ‘‘the purpose of the Memorandum 
is to enable shareholders, creditors and those who deal with 
the company to know what is its permitted range of enterprise, 


I.n.—4 
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and for this information they are entitled to rely on the con- 
stituent documents of the company.” 

The contents of the Memorandum of Association are as 
follows : — | 

(a) Name clause, the name ending with the word 
“limited.” 

(b) Situation of Registered office. 

(c) Object clause or nature of business. 

(d) Liability. 

(e) Particulars of capital—total amount of capital, num- 
ber of shares, amount of each shdre and generally the different 
classes of shares. As the conditions imposed on a company 
by its memorandum can only be altered with difficulty, autho- 
rity is frequently taken for a larger capital than the company 
wants immediately to employ. 

(f) “he Memorandum of Association must be signed by 
at least seven persons in a public company and two _ persons 
in a private company. who thereby become members of the 
company in question. 

The essential characteristic of the Memorandum of Asso- 
ciauon lies in its unalterable character, which is thought 
necessary in the interest of the creditors, the outside public 
and the shareholders themselves. The Indian Companies Act 
expressly lays down that a company shall not alter the con- 
ditions mentioned in its memorandum except in the case and 
in the manner and to the cxtent provided for in the Act. 

Thus a mémorandum can be altered in regard to (1) name 
of the company, (2) the place of its registered office, (3) its 
objects, (4) its capital, (5) the rights attached to the different 
classes of shares and (6) the hunited liability of its directors. 
A company may change its name by passing a special resolution 
and by obtaining the approval of the Central Government (by 
delegation, the Provincial Government). The new name has 
thereafter to be registered. Alteration of the place of regis- 
tered office and objects can also be effected by a special resolu- 
tion. But so long as they are unconfirmed by the court, the 
alteration does not take effect. As regards the alteration of the 
objects, the Act sets forth certain limits within which only any 
alteration is possible. They may be altered so far as it may be 


necessary 
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(a) to carry on its business more economically and more 
efficiently; or 

(b) to attain its main purpose by new or improved 
means; or 

(c) to enlarge or change the local area of its opera- 
tion; or 


(d) to carry on some business which under existing 
circumstances may conveniently or advantageously be com- 
bined with the business of the company; or 


(e) to restrict or abandon any of the objects specified in 
the memorandum, or 


(f) to sell or dispose of the whole or any par. of the 
undertaking of the company; or 

(g) to amalgamate with any other company or body of 
persons. 

But any provision in the memorandum regarding the 
appointment of a manager, or managing agent and such other 
matters as are incidental or subsidiary to the main objects of 
the company can be altered without any special resolution, or 
approval by the Government or by the court. 

To turn next to the A/A, if the memorandum of associa- 
tion is the fundamental document of the company, the articles 
constitute a subsidiary document, the purpose of the latter be- 
ing to carry out the objects set forth in the memorandum. In 
case of conflict between the two documents or any part thereof, 
the memorandum will hold good. 

The articles of association are regulations regarding the 
mode and form in which the business of the company is to be 
carried on and the internal affairs of the company as between 
the company and its members and its members and directors 
elected by them managed. The members are bound by the 
articles as if they, their heirs and legal representatives had 
signed them and had agreed to observe all the provisions of the 
articles, subject to the provisions of the Act. Any addition to, 
or modification of the articles can be made, subject to the pro- 
visions of the Act and of the Memorandum of Associations, by 
a special resolution. In other words, the alteration should not 
contain anything going against the law, should not go beyond 
the powers specified in the memorandum and_ should not 
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impose any additional liability on the members in the form of 
compelling them to take shares more than what they have 
already taken or to pay any more money than what they are 
liable to pay on their shares, without their written consent, 
either before or after the alteration is made. 





Management of Public Company—Shareholders. 


The position of shareholders in’ the management of 4 
public company is too well-known to need a detailed discus- 
sion. In view of the number and type of persons in the list 
of shareholders and their wide geographical distribution, direct 
government of a public company by the shareholders is neither 
feasible nor desirable. Like the ‘‘common man” in a demo- 
cratic form of government, the shareholder is not a specialist, 
whereas the management of a concern under present day com- 
mnercialism has been so very complicated that it requires the 
wholehearted devotion of specialised brains. Nor has the ordi. 
nary shareholder time enough to bother on these matters. He 
has invested his money, not because he wants to participate im 
the management of the concern, nor because he is interested in 
a parucular line, but’ because he has some money which he 
wants to utilise, but which he cannot do individually; so he has 
thrown it in a collective pool with an expectation of annual 
profit, which, he believes, will not be lower than the market 
rate of interest which his money would have fetched if depo. 
sited with a banker. Thus in a form of business organisation, 
where ownership is separated) from management, the share 
holder has become a passive recipient of income. The typical 
shareholder in modern business foilows the sound principle of 
spreading the risk and) owns holdings in a large number of 
different business undertakings. 

The position of shareholders in India was all the more 
weak owing to the existence of the managing agency system. 
For this, however, the responsibility of the shareholders was 
no less negligible. In a country where, owing to the play of 
certain factors, which popularised investment in land or in 
ornaments or In government security, business investment had 
only a secondary and minor attraction, there could not be a 
strong class of investors in this country. Very few investors 


FORMS OF ORGANISATION 53 


who had invested had done so mainly because of their faith in 
the managing agency concern which stood behind the business, 
and not because of the soundness of the business itself. Natur- 
ally, these investors were limited not only to some industrial 
and business centres but also to a very narrow group of persons 
coming in intimate contact or having some blood relation with 
the particular managing agent. Thus since the investors in- 
vested their money not because of the soundness of the concern, 
but because of the particulary inanaging agency firm, 1t was but 
natural for the sharcholders to have their hands off business 
and leave the enlire management of the firm to the managing 
agents, whose integrity had been the major determinant of 
investment. It is useless to go into the demerits of the system 
when no other course was feasible. In recent years, however, a 
tendency is visible for concerns being floated without the 
assistance of managing agents but simply with a board of 
directors. This, undoubtedly, is a tendency for the better; but 
vet, at this stage of our business development, we cannot say 
that managing agency system has outlived its utility when con- 
sidered from the standpoint of business management. What- 
ever may be said against them on the score of specialisation, 
there is no denying the fact that these houses of managing 
agents have business in their blood and are far better suited 
than a body of shareholders and not less competent than a 
board of directors placed in direct management of a business 
concern. 

The Indian Companies (Amendment) Act of 1936 has 
sought to strengthen the position of the shareholders. not so 
much, im seems. as regards their participation in the manage- 
ment of the concern, but in matters of their own rights. This 
is distinctly a step for the better. When business investment 
is coming to be more popular in India, anything that mav 
trample the rights of sharcholders—-a_ possibility which is very 
great when the managing agents will find their hold Joosened— 
would lead. to its unpopularity. The rights of the. shareholders. 
as recognised by the Act, are as follows: — 

(1) To have information that shares are allotted to them 
when thev are so allotted. 

(2) To have within the prescribed time the share certi- 
ficate. 
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(3) To have their names on the register of members, as 
also to have the register rectified, and in case of company's 
refusal to rectify, to apply to court for necessary relief. 

(4) To transfer shares, subject, of course, to any restric- 
tions imposed by the articles. 

(5) ‘To attend meetings, to receive proper notices and to 
vote at meetings of the company. 

(6) ‘To declare dividends and to apply to the court for 
an injunction restraining the directors from making payment 
of dividends on an ultra rires declaration or payment of divi- 
dend out of capital. 

(7) ‘To inspect registers kept by the company and to have 
extracts from it. 

(8) To have copies of Memorandum and_= Articles, on 
request, and payment of prescribed fees. 

(9) In case of a further issue of shares by their company 
intending to increase its share capital, the right of the existing 
members to have a first chance to buy new shares. 

(10) To have statutory report, except in case of a private 
company. 

(11) Where articles are not registered, the right to have, 
on request, copies of every special resolution passed by the com- 
pany, to have also minutes of proceedings at general meetings. 

(12) Their control over directors and managing agents 
and right to remove by an extraordinary resolution a director, 
appointed or elected, before the expiration of his period ot 
office and the right to appoint, by ordinary resolution, another 
person as director. 

(13) To approve assignment of office by directors. 

(14) ‘To approve by a resolution at a general meeting the 
appointment of a managing agent, removal of managing agent 
or variation of a managing agents’ contract of management. 

(15) A managing agent cannot assign or transfer his office 
unless the same is approved by members; and the members 
have also the power to remove a managing agent who is con- 
victed of a non-bailable offence, in relation to the affairs of the 
company, punishable under the Indian Penal Code. 

(16) Right to have a just balance of profit and_ loss 
account and to have the balance-sheet with the auditor's report. 

(17) Right to apply for the appointment of one or more 
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competent inspectors by the Government ‘to inves tigsie the 
affairs of the companies. 

(18) Power to appoint, by special resolution, inspectors to 
Hnyesigate the company’s affairs. 

(19) Right to appoint at the company’s general meeting 
an auditor or auditors. 

(20) Right to have a share in the capital of the company 
and in surplus assets, if any. 

(21) To resolve by a special resolution that the company 
.may be wound up by the court or voluntarily. 

(22) To appoint and fix the remuneration of one or more 
liquidators in case of voluntary winding up and to fill up any 
vacancy in the office of a liquadator so appointed by them. 

Side by side with the rights granted to the shareholders, 
there are also certain liabilities. They are as follows: — 

(1) To take shares, when they are allotted in due time 
and in compliance with the provisions of the Act. 

(2) To pay for shares allotted, when allotment is made 
and when calls are validly and in compliance with the provi- 
sions of the articles made. 

(3) To forfeit or lose shares in case of non-payment, when 
a valid call is made. 

(4) Liability as a member, even inspite of a valid transfer 
of shares, if the name of the transferee is not placed on the 
register of members, in lieu of transferor’s name. 

(5) Duty to abide by the doings of the majority of mem- 
bers unless the majority acts vindictively, oppressively, mala- 
hide or fraudulently. 

(6) Their rights are liable to be altered or abrogated in 
accordance with the provisions of Memorandum and Articles, 
subject, of course, to the provisions of Section 66A which lays 
down that if the majority is oppressive or fraudulent, the 
minority of shareholders of not less than 10 p.c. of the issued 
shares can appeal to the court. 

(7) Liability as a member in case the name of a person 
who has not agreed to be a member or is not or does not 
remain to be a member is allowed to remain on the register of 
members. 

(8) Liability as contributory in case of winding up. 

(9) Unlimited and several liability, even in case of a 
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limited company, in case the number of its membets falls below 
the minimum prescribed as requisite number of members and 
the company does business inspite of such fact for more than 
six months after the number of members is reduced below 2 
in case of a private company, or below 7 in case of any other 
company. 


Management of Public Company: Directors. 


The board of directors has long been regarded as an 
*‘anomaly” in business concerns in India. The reason for this 
is obvious. Since the managing agency firms have a great control 
over concerns financed by them, the directors, although formal- 


ly! appointed by the shareholders in general meeting, were the 


men of managing agents, depending tor their continuance in 
office on the latter's favour. This being the case. the directors 
or the majority of them, were mere puppets in the hands/ ot 
the managing agents who had ir almost all cases the ultimate 
say in the matter. Since the Amendment of the Indian Com. 
panies Act of 1936, this hold ot the managing agents has been 
reduced in so far as the manaying agents can, Except in case 
of private company, in no case appoint more than one-third 
of the whole number of directors. Yhus the atoresaid 
‘‘anomaly” has been substituted by a dual government—-bv 
menaging agents by virtue fof the finances advanced and by the 
board of directors by virtue of the powers given to them. 
The appointment of directors is obligatory in the case of 
« public company and also in’ the case of a_ private 
company which is subsidtary| of =a public company. 
Usually the first directors are appointed by the articles of the 
company, the subsequent appointments being made by the 
members in general meeting. If the articles of the company do 
not appoint persons who are to act as directorsjjthen, before the 
first directors are appointed by members in general meeting, 
i.e, during the intervening period, the subscribers of the 
memorandum are to be the directors. Casual vacancies in the 
board are to be filled up by the board itself, and the/ incoming 
director shall also retire along with other directors. Unless 
there is a provision in the articles or special contract to that 
effect, the directors are not entitled to any remuneration. But 
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they are to take up their qualification shares as prescribed by] 
the articles within two months of their appointment or any 
shorter period so provided by the articles. 

In the eye of law, the directors hold a dual position—viz., 
«<lirectors as trustees and directors as agents. As trustees, the 
directors are to work | in the sole interest of the company. in 
other words, they are’ not enutled to make any personal profit 
or obtain any benefit as against the interests of the company 
and, it they do so, in that case they are liable to make good the 
Joss, if any, incurred by the company or to return the advantages 
secured by them. ‘The directors are trustees of the money of 
the cumpany and are jointly and severally liable tor breach of 
trust. ‘They have got discretionary powers as \regards the allot- 
ment of shares, registration of transter of shares, recommenda: 
uion of dividends, etc. All these powers given to the directors 
aie. however, to be exercised for the benefit of the company. 
As agents, the directors are to act on behalf of the company 
and to do all that the company can do. We know thar a com- 
pany is a legal person, having an existence separate from that 
of the members constituting it. The functions and powers of 
this legal person are to be exercised |by the directors, for which, 
when acting ulQxa vires the directors are not personally liable, 
und they have cverv right to claim = to be indemnified with 
regard to all acts validly done. 

The powers of the directors are varied in character. Thev 
hav¢ the power to issue shares, to allot share, to refuse transfer 
of shares. to recommend dividends, to contract on behalf of 
the company and to bind the company by acts infra vires, to 
make calls in accordance with the articles, to accept fuil 
amount payable on shares or a part of such amount before calls 
are actually made for such payinents, to forfeit shares for non- 
payment of calls, to accept surrender of shares and to set aside 
a part of profits as reserves. How very real||these powers are, 
as compared to those of the shareholders, can be best illustrated 
with the help of one illustration. It is in the immediate, as 
distinguished from ultimate, interest of the shareholders to 
¢arn as much dividend as possible and, if allowed, | by the 
weight of sheer majority, they can do anything. So the direc- 
tors have been granted the power to recommend dividends, 
and the dividends declared by the company in general meeting 
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cannot exceed the amount recommended by directors. If they 
so think||fit, they may not recommend any dividend but simply 
retain the undistributed profits, or carry them to a reserve: 
fund or invest them in trustee securities or in any other bona 
hdé securities as the company may think fit. If the profits 
of| the company seem’ to justify it, the directors can. 
declare an - interim dividend. But then there is one res- 
triction on the power of the directors, viz., that they cannot 
declare any dividend out of capital or otherwise than out of 
the profits off the year or any othe: undistributed profits. The 
payment of interest, in certain cases, out of capital, is provided 
for in Section 107 of the Indian Companies (amendment) Act 
of 1936. Thus, for instance, in the case of the Tata Chemicals 
Limited, the Government of Bombay sanctioned. the period for 
payment of interest out of capital on the 5 p.c. cumulative pre- 
ference shares upto 30th June, 1943 or the close of the half 
vear next after the half vear during which the works and 
buildings of |Ithe company were actually complete and the 
plant provided, whichever was earlier. The interest on prefer- 
ence shares had been paid out of capital at the rate of 4 p.c. 
per annum upto the 3ist March, 1942, the remaining © p.c. 
cumulative to! be paid out of future profits. 


In the case of a winding up, however, a director cannot 
exercise his powers or act on behalf of the company, unless 
assigned by the Court or the liquidator or the general meeting 
of the company. 


Turning next to the liabilities of the directors, the direc- 
tors are liable for ultra vires acts, for breach of trust, for acting 
dishonestly, for negligence, for tort or fraud of co-directors and 
for wilful wrong or default. They are to vacate office, to retire 
in rotation, and may also be removed from. office. They are 
also liable for mis-statements or concealments in a prospectus 
or a statement in lieu of prospectus, to be convicted under the 
provisions of the Act for non-compliance with the require- 
ments of the Act and for unjustifiable delegation of duty and 
authority. 

. Generally speaking, the liability of the directors is limited 
to the amount remaining unpaid on the shares taken. But if 
the memorandum so provides, it may be unlimited; and even 
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it limited at first, it may be converted, if authorised by the 
articles, into unlimited liability, by a special resolution. 

Side by side with the powers given, certain disabilities. 
have also been imposed on the directors. In the first place, 
the directors cannot assign office to somebody else without the 
approval of the company by a special resolution. A director 
can, however, appoint a substitute or alternate director to act 
for him during his absence of not less than three months, pro- 
vided the appointment of a substitute is permitted by the 
board of directors. Secondly, unless the company is a banking 
company or a private company which is not the subsidiary of 
a public company, no' loans can be granted by the company to 
the directors. Thirdly, except with the company’s approval, a 
director cannot hold any office of profit) under his company, 
except, of course, the office of a managing director, a manager, 
a legal or technical adviser or a banker. Fourthly, a director 
cannot enter into contract with a company or a firm of whicn 
he is a director or a partner, without the approval of the board. 
And finally, directors cannot, except with the consent of the 
company, dispose of or sell away the undertaking of the con: 
pany or remit any debt due by a director 


CHAPTER IV 
FORMS OF ORGANISATION (Contd.) 


Rise of Combinations. 


Perhaps the most noteworthy feature ol modern business, 
not only in the field of production, but also in the field of dis 
tribution, is the increased scale of an individual unit and the 
growth of combination. In the earlier days of industrial and 
commercial revolution, too much emphasis was placed on free 
competition; of late, however, the wheel has turned in the 
Opposite direction and free competition is making room for a 
system whose sole objeci is to restrict. competition not only 
within the national fronners but even in the field of inter- 
pational commerce. The evils of the trade sluinp have been 
another factor giving stimulus to combination. For, it is con- 
sidered that during the bad davs of depression, when the small 
hrms will be swept away. a larger undertaking may continue to 
live on its own resources and may survive the crisis. Among 
other factors strmulatine combination, mention may be made 
of the desire to control raw materials, to control markets and 
to avail of the cconomics of large scale production and. distri- 
bution. 

When the classical cconomists started any discussion, they 
invariably assumed one thing, «z., prevalence of free competi 
tion. In ‘ta world of monopolies” this sort of assumption had 
a boomerang cect and the theory of Economics became ‘an 
apparatus Of the mind, a techmigue of thinking,” without any 
further utility. In othe present-day world, when combinations 
are to be found in almost every field, ‘“‘monopoly is not a ques- 
tion of yes or no, but one of degree.” In the words of Kalecka, 
“A world in which the degree of monopoly determines the dis- 
tribution of the national income is a world far removed from 
the pattern of free contpetition. Monopoly appears to be 
deeply rooted in the nature of the Capitalist System: free com- 
petition, as an assumption, may be useful in the first stage of 
certain investigations, but as a description of the normal state 
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of capitalist economy, it is merely a myth.” Here the word 
‘‘degree” should be read with special importance. For the 
present-day organisations are neither wholly monopolistic nor 
wholly competitive. It is all a question of degree, beginning 
with informal agreement at the lowest stage to the consoli- 
dated torm of organisation at the highest. The nature and 
extent of monopolisation also varies in different fields ot busi- 
ness. Thus where raw materials and half-finished gouds are 
concerned, a greater degree of monopoly is feasible; not so in 
case of finished goods. unless, of course, the source otf supply 
of raw materials and half-finished goods, to be utilised in the 
production of finished goods, ts also under the absolute mono- 
poly of the concern in question and no substitute can be uti- 
lised for it. Otherwise, absoluce monopoly becomes rare, and 
what Chamberlain has termed, ‘‘monopolistic competition” 
becomes the rule. Vo be a bit more clear, when a number of 
competing firms are producing one and the same thing, each 
one of them will try to produce at the competitive price but at 
the same time, though maintaining the same qualitative 
standard, try to make its product look a bit different, possibly 
superior, so that it may attract the “‘goodwill” of the customers. 
This device is very often supplemented by propagandist 
methods for the exploitation of the psychological weakness of 
the consumers. 


In the field of economic theory, Srafta’s warning was very 
much timely, but the difhculty of theoretical tormulation of the 
“degrees of monopoly” avbpears to be almost) insurmountable. 
For, each business has ity) own technique and to strive to con- 
vert all the different enterprises into one formula will lead no- 
where except to abstraction. — Sraffa’s efforts at analysis of 
monopoly ‘‘immediately swallowed up the competitive analysts 
without the smallest effort.” The Robinsonian analysis, though 
aimed at a study of imperfect competition, does not lead — us 
much towards reality: for, after all, it resolves itself into a study 
of the problem of demand and supply. And so” far as the 
analysis of demand goes, it is concerned not with the 
demand for commodities, coming from the ultimate consumers, 
but with the demand tor ‘‘productive instruments and services.” 
Te may, of course. be argued that the nature and extent of 
demand for the productive instruments and. services, in their 
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turn, influence the price of finished goods; but the. process of 
imperfection, it must be remembered, does not end merely 
with the former type of demand, but also extends itself to the 
hnished goods as well, as already noted. ‘Thus her analysis 
becomes ‘highly abstract” trom which it may appear ‘‘rash” 
to draw any conclusion applicable to the real world. 

Whatever that may be, the question from the standpoint 
of business organisation is, whether. when the unit of control 
in business increases in size, there is any very considerable im- 
provement in the technique of production and distribution? 
At this point, a distinction must be made between the advan- 
tages of big business and those of combination. A_ business 
may grow to an enormous size, far beyond the limit of require- 
ments of the optimum firm, as, for example, the Madura Mills 
Co., Ltd., Madura, having 229868 spindles, although — the 
average spindleage for the whole of India in 1940) was about 
26000 and for the Bombay Island and Province was about 29000. 
Yhe minimum required to ensure the cheapest: cost of produc- 
gon was according to the evidence of the Bombay Millowners: 
Association to the Tariff Board, 30000 spindles. The case ot 
Madura Mills Co.. is one ot big business, a result of expansion 
—a feature in business organisation which will be considered 
in a subsequent chapter. At uns stage of our discussion, our 
sole concern is to consider whether, and to what extent, — the 
expansion in the size of business leads to efficiency and 
econoiny. The dificultv in the way is no doubt very great and 
a detailed knowledge of the technical situation ts called for 
before any estimate of the economies which may reasonably be 
expected from monopolisation can be made. At this point we 
must agree with Robinson when he says that ‘‘different types 
of monopoly hold out very different hopes of technical reorga- 
nisation. When a scheme takes the form of machine-wrecking, 
pure and simple, as in the case of the National Shipbuilders’ 
Security, Limited, or of restriction of output by quotas without 
any concentration, as under the Coal Mines Act of 1930, there 
seems little reason to expect any increase in efficiency; where- 
aS an organisation which exercises a detailed control over a 
jarge number of productive concerns may have very great pos-. 
sibilities of technical improvement.” 

While taking it for granted that different types of mono- 
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poly hold out very different hopes of technical reorganisation, 
Jet us next consider the nature and extent of the benefits 
derived from combination. In this respect, the verdict of a 
practical businessman who had promoted so many industrial 
consolidations in America, I mean, Charles R. Flint (Memories 
of an Active Life (1923), quoted by Mead, Corporation Finance) 
will be of immense help. Flint writes in his Memories: 

‘The most important benefit to be derived from it is the 
attainment of high-speed-automatic-machine.low-cost-standard- 
ised quantity production, which makes possible the manufac- 
ture and maintenance of products of superior quality. 

‘‘Because of the magnitude ot their affairs, industrial con- 
solidations are able to offer, in salaries and a percentage of net 
profits, generally over and above a previous maximum, a sufh- 
cient inducement to secure men of the hrst order of ability— 
men who are not tempted by a fixed salary, but by the incen- 
tive of making a record and profiting by 1t. 

‘“Vhe consolidated corporation, under a system of com- 
parative accounting and comparative administration, sub- 
divides its business so that each of its various departments are 
headed by a man who, through long experience and concen- 
trauion, Operates at the highest efficiency. Furthermore, indus- 
trial consolidations are able not only to secure the best men as 
executives, administrators and employees but also to retain 
men of the highest standing in the consultative | professions— 
lawyers, enginéers, architects, chemists and other advisers and 
technicians. “Thus bette: service is assured, with an overhead 
cost less than the aggregate amuunt which was paid to men of 
lesser capacity by the various consutuent companies. 

‘The consolidation not only adopts the best methods to 
be found in any of its various plants, but it improves them 
through continual experimentation by the ablest experts. 

‘It reduces stocks of merchandise, thereby saving interest 
and carrying charges and minimising loss from depreciation. 

‘It centralises sales and advertising and eliminates dupli- 
cate trade catalogues. 

‘It greatly reduces the volume of fixed and circulating 
capital per unit of output. 

‘It retains lawyers and experts of experience and demon- 
strated ability for patent and trade mark protection. By con- 
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solidation inventive genius is less hampered by confficting 
patents and expensive litigation is largelv eliminated. 

‘‘It utilises the advantages of a central traffic control, 
eliminating duplicating routes in the transportation of pro- 
ducts sold and received, and locates factories with relation to 
jabour, raw material and markets. 

‘Consolidation facilitates financing; the shareholders have 
greater security than they generally have in ownership of indi- 
vidual companies; their shares are available for loans, or con- 
vertible into cash and are readily divisible for the disposal of 
part interests or for sub-division by will.” 

‘This is a fairly wide catalogue; but how many of them are 
actually realisable and to what extent depends on the degree of 
monopoly prevailing in a country. But it gives a rough idea ws 
to their nature and extent and there is no doubt that most of 
them are realisable and lead to efhciency and economy in a 
fully developed, or nearly so, monopoly. “The most careful and 
penetrating research as to the eticiency of combination has 
been carried on in the United States of America by the National 
Industrial Conference Board for about sixteen industries over 
a period extending from 1920 to 1926. “The method adopted 
was to measure the relation of output per worker emploved tn 
consolidations and in independent firms. It was found as a 
result of this investigation that out of sixteen industries, 
cleven showed a superior efhciency for the year 1926- OF these 
eleven, six showed a marked superiority and the improvement 
in the five, though not so great, was by no means negligible; 
even the remaining five were at an advantageous position over 
independent firms. Our assertion in’ a previous paragraph 
that a more perfect tvwpe of monopoly ts possible im concerns 
producing raw matertals or halt finished goods is also corrobo- 
rated by the investigation in question when it was found that 
the advantages of consolidation reached the maximum in metal 
rehning and also in case of mineral manufacture. Even) in 
matters of technical advance, consolidation has shown distinct 
advantage. Out of eighteen industries considered, technical 
advance was greater in case of consolidation in nine industries, 
in case of independent concerns in four and there was no signi- 
ficant difference in case of the rest. “Thus the argument often 
advanced that in matters technical, monopolisation may lead 
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to ‘‘scrap heap’ is falsified by American experience, and the 
conclusion arrived at is ‘‘that industrial consolidations have 
not impeded technical progress. On the other hand, they have 
been among the foremost leade:s in experimenting with and 
introducing time-saving methods of production.” 

In matters of utilisation of existing plant and machinery 
also, combination seems to stand at a greater advantage over 
separate competing concerns. For, in so far as they can pool 
orders from various Customers and know beforehand the nature 
and extent of demand, they can control not only output and 
prices but also can utilise the existing plant and machinery to 
the maximum extent and thereby 1educe the fear of loss due 
to obsolescence which stands so heavily in present-da: indus- 
trial world. This, to a great extent, reduces their capital 
requirements in so far as the fullest utilisation of a particular 
plant or machinery is possible before new installation is called 
for. 

The problem of efficiency and management will be = con- 
sidered in a later volume. Suffice it to. note here that the 
problems of management, though difficult and complicated, are 
by no means insoluble. In matters technical, the difficulties 
are exaggerated; for, in any concern, the technical work is no 
where infinite but is distributed among a number of units and 
in each unit there is further sub-division. The problem of 
co-ordination is of course there. But that too is not) much 
difficult: for, sometimes the work of each unit is complete in 
itself. In those cases where co-ordination of technical work 
over the whole concern is to be undertaken, there is a certain 
limit beyond which the expansion of combination 


would, 
under certain conditions, be uneconomical. 


In matters of gene- 
@ ‘ ‘ a ‘ 
ral management and financial control, co-ordination over the 


entire concern is necessary; to a theoretician this seems to be 
a difficult problem. But if we !ook at a concern like the Genc- 
ral Motors in Aimerica, whose organisation comprises some 
eighty companies all branching out i unrelated lines, the 
aforesaid difficulties would seem to be exaggerated. On the 
authority of big businessmen we can sav that there is no limit 
imaginable to which a business concern under proper guid-_ 
ance cannot go. (cf. Sergant Florence: The Loge of 
Industrial Organisation.) 
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In matters financial, the claim very often put forward 
that monopoly facilitates economy in this matter also does 
seem valid to a considerable extent. So far as the shareholders 
go, the shares of a consolidated concern have a greater attrac- 
tion in view of the stability of the concern. A policy of profit 
stabilisation can be more successtully carried out in the case 
of such a concern and this also raises them in the estimation 
of the investing public. As regards financial achievements of 
combinations over independent concerns, opinions, however, 
differ; but investigations in American business show _ that, 
though not absolutely, but from historical standpoint, combt- 
nations have, on average, achieved a greater success, from the 
beginning of the present century, over independent concerns 
and if the rate of progress is maintained,—and there is no 
reason why it should not—it will outstrip the independent 
concerns in near future. 


Degrees of Monopoly. 


In considering the degrees of monopoly, the scheme pre- 
pared by the Board of Vrade tor the Balfour Committee, and 
adopted by E. A. G. Robinson, distinguishes between — threc 
forms of organisauion—short-term, transiuonal and long-term. 
But a hard and fast distinction on these dines of stability seems 
to be less scientific in view of the fact that what we term as 
short-term may actually prove to be long-term, whereas in’ a 
long-term form of organisation, trouble on any — particular 
point may lead to disintegration. A more scienufic approach 
would be to consider the different degrees of monopoly at any 
one time and different degrees at different times, the latter 
being, so to speak, an evolutionary process in the development 
of combination. 

To consider the different degrees of monopoly at any one 
time, first, we should begin with what are known as ‘informal : 
understandings or gentlemen's agreements” between competi- 
tors as to the prices to be charged or the areas to be served, 
their effectiveness depending on the honour and faithfulness 
of the members. In this type, no formal organisation is to be 
found for regulating output or maintaining prices. But it has 
actually been found that although less formal, yet, actually, 
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they are more effective than the more formal type of organi- 
sation. ‘This type of agreements whether conscious or un- 
conscious, 1s very common in smaller trades. Sometimes the 
parties in question come to a formal agreement; but very often, 
without any such agreement, they may be charging the same 
price, parucularly so, when price-cutting is to the advantage of 
none of them. The most familiar illustration is that of 
doctors’ fees. 

A slightly more developed type of business organisation 1s 
to be found in the sinpie agreements, also known as __ price 
agreements and trade agreements. In «a simple agreement, 
there is an express understanding between the different busi- 
ness units not to control the quantity of output to be inarket- 
ed, but simply to control prices, as happens in case of freight 
charges in shipping rings and = conferences, in which case 
they are known as price agreements, or to control trade condi- 
lions, é¢.g., terms of credit, methods of packing and shipping, 
dealing with competitive products, advertising, transport and 
labour, etc., in which case they are known as trade — agree- 
ments. “Trade agreements are very much common, in this 
country as in others, im the commercial organisation of the 
citics and towns, e.g.. the chambers of commerce, the Boards 
of Trade, cte. In the above two agreements, output is not 
controlled: but at times, cither under stress of depression, or 
even in normal times, owing to the excess Capacity of the plant 
installed. a restriction of Output becomes essential. This sort 
of agreement works in two wavs; either the Common authority 
fixes the actual output to be produced by each concern or tt 
asks the member concerns to work only a certain proportion 
of the plants installed, Jeaving the rest idle. Another form of 
simple agreement to be found is) known as industrial — price 
agreement. This type of agreement is concerned with the tech- 
nical processes of production and seeks to maintain a level of 
prices which is not far too above the expenses to be practicable. 
Although a simple agreement, it may operate over a_ long 
period of time, may be closely and formally organised and 
may be local, national, even international, in scope and extent. 

From the standpoint of organisation, members in a simple 
agreement, retain a large measure of individual identity, the 
object being, in general. merely to restrict competition rather 
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than to secure economies in production. Very often they are 
loose and informal types of agreement, with less or no publi 
city, but aimed at exploiting the public. Dissolution of thts 
type of organisation may sometimes be necessary when they 
are acting in a way coutrary to the public interest. Dissolu- 
tion in this case does not cause much hardship in so far as the 
separate ownership and management of the properties is little 
affected by the agreement. But resort to dissolution should be 
had only in extreme cases; for, otherwise, when they are doing, 
good to trade, ¢.g., trade associations striving to standardise 
the usages and practices, they should, under all circumstances be 
encouraged. 

Another type of business organisation is known as Pool- 
ing Association. Here a distinction should be made between 
speculative pool and industrial pool. A speculative — pool, 
which throws stocks into a common fund for the purpose of 
speculative operations on the exchanges and whose members 
Share the pecuniary gains of these operations according to an 
agreed proportion, 1s temporary in character and = exclusively 
concerned with profits won by artificial modifications of supply. 
This type of organisation does not interest us much. An in 
dustrial pool, on the other hand, is ‘Sa form of business organi- 
sauion established through tederation ot business units whose 
members seck a degree of control) over price by combining 
some factors in the price making process in a common aggregate 
and apportioning that aggregate among the units.” Ino this 
type of organisation, some degree cf control over supply ts 
essential and is exerted more or less directly. Uhe ‘factor ta, 
the price-making process” is not the same in all cases. In one 
case, it may be output pooj, in the other, territorial allotment 
or market pool, and in the third, income and profit: pool. In 
the case of output pool. the object is to avoid: overproduction 
and it therefore operates on the supply side. “The members 
combine to the extent of making their output, form an 
imaginary aggregate fund or pool and then divide that pool 
among themselves according to some agreed basis. If a pro- 
ducer exceeds his production of the total output, he pays into 
the pool a sum proportionate to the excess, calculated on an 
agreed basis; any producer producing less gets a similar sum 
in proportion to the deficiency. Sometimes the fund is utilised 


FORMS OF ORGANISATION 69 


for subsidising export of the surplus product and thereby keep- 
ing national prices steady. In case of territorial] allotments or 
market pools, the arrangement ensures a certain demand to 
each member; but this type of pooling agreement is very often 
found associated with output pool. In case of income and 
profit pools, these are pooled together in a common fund, and 
then distributed among the member concerns in proportion to 
the contribution of their output or at some agreed proportion. 

A fourth type of organisation is association for allocating 
contracts. ‘This type of crganisation exists in those fields where 
work is allotted by tender. It is for the association to decide 
which firm is to receive a paruicular contract and accordingly 
it is arranged that other firms do not submit any qnotation. 
Sometimes it so happens that if only a single tender comes, the 
purchasing authority may not accept the quotauon and call 
further tenders from a wider field. In order to avoid this, other 
members of the assogation will also tender, but quote a higher 
price, so that the particular firm which, according to the agree- 
ment, is to get the contract for supply, is helped to obtain it. 
If a particular field is monopolised by a single concern, it 1s not 
rare to find the same concern quoting different quotations in 
different names. This is a single-concern association, if we may 
name it in this way. The association allocating contracts 1s to 
be feund not merely within the national borders but are some- 
limes international. Thus E. A. G. Robinson notes the case of 
the British-American Tobacco Company as an international 
<ombine of this character. “Phis combine co-ordinates in the 
export market the sales of the (British) Imperial Tobacco Com- 
pany and the fiims which before 1911 composed the American 
‘Pobacco “Vrust. 

The form of organisation that is very much popular in 
Germany is the parucipauing Kartell, its object: being ‘to erect 
a dam which might check the destructive force of competition, 
and secure for a large number of businesses some place in’ the 
sun. The most characteristic featre of this type of organisa- 
tion is that the compcting producers agree to establish for a 
definite period a joint selling agency for the exclusive sale of 
their products, each producer being allotted a ‘‘participauion” 
in the total output. ‘The selling agcncy or syndicate is regis- 
tered as a company, in which the individual producers are 
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shareholders with votes in proportion to their output. The 
base price is hxed by the members in such a way as to cover the 
cost of production and sell to the syndicate at an accounting 
price which is usually scmewhat higher. The syndicate — sells 
the product to the consumers at the highest price possible, 
adjusting its price to circumstances in different markets, though 
it does not as a rule sell below the accounting price. A slightly 
different form of kartell organisation is | one in) which = the 
syndicate may acquire a considerable degree of independence 
or it may fall under the control of a particular) concern or 
group of concerns. In this type, domination by one concern 
or a group seems to be more famuliar. As tor example, we may 
cite the case of domination of the German tron and steel trades 
by the Vereinigte Sthlwerke A. G., and of the German elece- 
trical industry by two concerns, the Siemens-Schuckert and the 
Allgemeine Elektrizitats Gessellschaft. 

It is a peculiarity of the German industrialism that) since 
Its inception it is dominated by this Kartell twpe of organisa. 
tion. In their origin, many of these kartells were mere price 
agreements. In time. however, it was found that this simple 
organisation was not sufticient to attain the desired results over 
a period of ume and hence they went further and regulated 
production. Vhe first targe scale organisation was formed in 
1876-77 when an agreement was entered into by the Rhenish 
Westphalian coal owners to reduce output by 10 pic. the 
experiment being repeated several times during the seventies 
and eighties. In early nineties a selling organisation was also 
formed and by 1903 1 controlled about 50 p.c. of the German 
coal output. There were many old and well-established kar: 
tells in metallurgical industries, ¢.g.. Pig-ron Syndicate, Poot: 
steel Kartell, and Kartells for rails, wire. half-manufactured 
steel, steel sheets and tubes. hese Kartells of steel trade 
formed in 1904 the Steel Union, which by ltt, consisted of 30 
steel works. 

The prevalence of kartell organisation in)’ Germany 
evoked a very great discussion but no unanimity of opinions 
was arrived at either in its favour or against it. The adverse 
criticism came mainly from: smail industry, the main objections 
being that they were trampled by these bigger organisations, 
that they maintained prices at an artificial level. that thev were 
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not satished till they had converted the merchants into com. 
mission agents and that they subsidised the dumping of goods 
abroad in order to keep the prices at home at a standard level. 
But when analysing the business organisation as such, we must 
note the following words of a devoted student of German in- 
dustrialism. ‘hus Dawson writes in his Industrial Germany, 
‘‘An impartial estimate ot the syndicates and their operations 
requires the admission that they have achieved great <esults in 
the higher and more efficient organisation of industry, in the 
regulation of prices and of employment and in the more suc- 
cessful cultivation of the foreign market. ‘These gains have not 
been unaccompanied by disadvantages to certain — sections of 
the community as consumers, but as yet it cannot fairly be con- 
tended that the syndicates have Hagrantly abused their powers, 
unrestricted though these powers are by law or by administra- 
tive measures.” 

Now, we shall consider some of the more permanent types 
of organisauons. One such combination organisation is the 
Trust. Roughly speaking, the trust is any big monopolistic 
combination. But as a specific business form, it has a more 
definite meaning. ‘The trust is ‘ta form of business organisa- 
tion established through temporary consolidation, in which 
the stockholders of constituent organisations under a trust 
agreement transfer a controlling amount of their stock to a 
board of trustees in exchange for trust certificates. ‘These certi- 
ficates show their equitable interest in the income of the com- 
bination. The trust differs from corporation organisation in 
this that it is a combination of business units. But, more than 
that, its legal attributes are quite different. Trustees are not as 
directors the paid servants of stockholders nor are they mere 
agents. They act as principais, making contract for themselves 
and being able to sue and be sued. The debts of the trust are 
not those of the beneficiaries but are the personal debts of the 
trustees.” 

The trust form of organisation 1s based on the mutual con- 
sent of the members who sign a ‘‘trust agreement”. The net 
income of the constituent organisations is pooled and then 
paid out to certificate-holders in proportion to their interests 
therein, as evidenced by the certificates. In a trust, there is a 
transfer of the legal title to stock in the constituent concerns. 
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A formal organisation is tormed to look after the trust. ‘The. 
trust is not a confederation but a federation—a more perma- 
nent type of business organisation—with an assured succession 
of trustees. The oft-quoted example of trust is the Standard 
Oil Company. This is truly regarded as a ‘‘lawyer’s device”, 
for, the legal obstacles in the way of a loose type of combina- 
tion organisation were very great in America. So in order to 
evade the provisions of the law against combination, the trust 
form of organisation came into existence. Since the  consti- 
tuent concerns lose their separate existence, the whole organi- 
sation becomes a single ene. ‘Thus, on the one hand, it can 
evade law against combination and on the other it obtains a 
virtual monopoly in a particular line or several lines. 

In the United States of America, the trust form of organi- 
sation was gradually superseded, after it had been declared: 
illegal in 1892, by another form, known as Holding Company. 
Of all the more permanent types of business organisation, the 
holding company is by far the most common. This form of 
organisation is created for the purpose of combining other cor- 
porations by owning a controlling amount of their securities. 
This is, of necessity, the creation or prior existence of a cor- 
poration which has power to hold the securities of other cor- 
porations. The securities may be acquired either by direct 
exchange of tts own securities or by purchase of securities of 
other companies. The ownership of the securities of various 
companies gives to the holding company the right to elect 
their boards of directors and to dominate their policy. The 
controlled corporations aire nominally imdependent — and 
operate under their own names, but they can be effectively 
managed by the holding company. 

In its organisation aspect, itis more akin to a corporation 
than to a trust . For the holding companies issue stocks or 
shares, and not certificates as in the case of a trust. It has a 
board of directors, like any other corporation, and not a 
board of trustees. There is another difference still. In the 
formation of a trust, the stockholders of constituent com- 
panies surrender their stock to be held in trust for them by 
trustees. Thus they become mere beneficiaries of a trust agree- 
ment, having surrendered all control over management of the 
concern. Not so in a holding company. As already seen, the 
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corporation acquires a controlling interest by acquiring the 
shares of other concerns, the latter thereby becoming subsidiary 
concerns. A holding company has as its primary purpose the 
effecting of a combination which cannot be accomplished by 
the use of any one of the corporations which it is intended to 
include. Financial considerations also favour the use of this 
device. When the subsidiary companies are big enough, they 
manage their own finances; but when they are small, the hold- 
ing company renders financial assistance. 

The following types oi holding company organisation 
have been noted by Haney. In the case of a consolidated holding 
company, it is formed by consolidating the existing enterprises. 
In the case of a parent company, the parent company is formed 
first and then it proceeds to organise subsidiary companies. A 
holding company may exist with holdings of all the shares of 
constituent corporations, or of a majority or only of a 
minority. A pure holding company engages in none of the 
technical processes of production directly. but merely holds 
stock of subsidiary companies which ure actually operating. 
‘The operating or mixed type engages in technical processes 
along with the holding of stocks. If the holding company isa 
primary one, it stands at the head of the combination organt- 
sation with no other organisation before or above; but in the 
case of intermediary companies. they are the agencies through 
which the primary company centrols subsidiaries. There is 
another type of holding company, Known as finance and in- 
vesunent holding companies, their purpose being not to com- 
bine competing organisations or those producing in different 
industries, but to promote financial operations and = invest- 
ment. Finally there are the manutacturing and transporta- 
tion holding companies, the purpase of which is quite clear 
from their very names. 

This form of organisation has distinct advantages over 
many others. In the first place, its principal advantage Hes in 
the facility of promotion. Any attempt at outmght purchase 
of any corporation would lead to severe opposition from the 
interested parties. The formation of a holding company 
requires no consent of shareholders. The would-be holding 
company goes on purchasing the shares of other corporations 
and when it has acquircd a controlling amount, it becomes 
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parent company. On the score of capital, the holding com- 
pany has greater advantage over any other corporation; for, it 
enjoys the advantage of being a combination, it has got greater 
claim to legality, a greater ability to appeal to investors 
through joint stock device and its limited ability are distince 
advantages. In matters of management, unless in a trust, It 
can effect a unified central management and at the same time 
preserve some amount of individuality and initiative of the 
constituent concerns. 

But then the powers of a holding company may be mis- 
used, as they actually were in the U.S. A. Thus this form of 
organisation enables the corporation to conceal from — the 
Government and from public many matters which if expressed 
would not find public approval. ‘This danger becomes all the 
more great because of the fact that the holding company pos- 
sesses power without responsibility. Stock watering has been 
a very common feature of a holding company organisation and 
the innocent public have been duped on more than one 
occasion; in ‘fact, the hope of gain” through © selling watered 
stock has been the chiet obyect behind the formation of many 
concerns of this types. The most serious abuse of holding 
company organisation is to be found in the U.S. A. where 
many banks, immediately before the depression of 1929, were 
afhliated through holding companies with Companies prima- 
rily dealing in securities, some being affliated even with real 
estate companies. The abuses in the field of public utility were 
also by no means rare, ard were tollowed by their control under 
the Public Utility Holding Companies Act of 1935. 

There remains one more important type of combination, 
known as Consolidations or Mergers. This) type represents 
complete combination, the merging of two or more businesses 
into a single undertaking. The combining companies entirely 
lose their separate existence. They may be of honzontal or 
vertical type. In the former, undertakings carrying out the 
same functions in a particular trade are combined. the chief 
object being the utilisation of the advantages of large scale 
production. Vertical combines are combinations of compamies 
engaged in various stages of production of the article in ques- 
tion, the main object here being to avoid the vicissitudes of 
the market as regards raw materials or semi-manufactured 
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goods. It is interesting to note that the . vertical combine is 
steadily going out of favour. In a period when violent — fluc- 
tuation in prices is taking place, this form of organisation has 
definite advantages; but in normal times, as a result of com- 
birfation, a concern may not be in a position to reap the full 
benefit of market conditions, should more advantageous term 
be offered. 

Leaving aside these major types of combination, there 
remain a few more which mav, in briel, be noted. One such 
organisation is the Selling Agency. Unlike in a kartell, there 
is no control by the agency on the output. Only a number of 
competing firms agree to hand over their output to a common 
selling agency, the object being to prevent undercuttng of 
prices. Another type of combination organisation is known 
as Comimunity-of-Interest. Here, there is no formal central 
administration; but the business policy of the combining com- 
panies is controlled by a group of common — shareholders or 
directors. Sametimes, the same directors are placed on the 
board of several concerns. {nn some cases the pooling factor 
is profits, which is, afterwards, divided among the combining 
companies in some agreed proportion. In theory, Commu- 
nity-of-Interest organisation is a temporary one, and the com. 
panies retain their separate existence and management. But 
it has been found by experience that there is often a tendency 
for this form of organisation to give way to a more complete 
union. ‘This form of organisation with pooling of profits 1s a 
familiar feature of the German chemical trades. 

We have considered degrees of monopoly at any given 
moment; there may also be degiees of monopoly over a period 
of time in which case the combination organisation is) im a 
process of evolution. [it this respect, no other country offers 
a better illustration than America. Prof. Ripley, writing 
about the year 1905, has distinguished four periods in the 
growth of combination movement in the U. S. A. Vhe first 
period, covering the vears from) 1873-87. 1s characterised by an 
increase in the size and number of large scale organisations. 
Various pools were formed at this time in iron and steel bust- 
ness, in the distilling industry and in’ the manufacture of 
cordage: but the Standard Oil Trust foreshadowed the future 
development. Since the pools were a loose tvpe of organtsa- 
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tion, difficult to manage, there being no stability in prices, 
there was a quest for a better form of organisation. The 
second period, from 1887-97, is therefore mainly characterised 
by the formation of trust. ‘The depression prevailing between 
1893-97 put a check upon combination movement and some of 
the states came forward to render assistance. It was considered 
that financial combination would be of help and was therefore 
given legal sanction in some states. ‘Fhe holding companies 
originated in this way and was the most prominent type of 
business organisation between 1897-1904, when adverse law 
had been passed against trust. From 1904 onwards, the 
American business situation is characterised by a number of 
“speculative scandals.” After the first world = war, the move- 
ment has taken to new channels in which, as already © seen, 
there is a branching out) of a concern into unrelated lines. 
Thus the process of evolution is quite marked—{from a less 
complicated type to a more complicated type and therefrom 
into branching out in different lincs. In the Impcrial Ger- 
many, some such evolution can be traced; but the disturb. 
ance following the consequences of the great war has checked 
the process of evolution, the whole structure being reorganised 
and rauonalised according to the ideas of the particular 
administrations. 


Combinations ino India. 


In India, combination has assumed, not so much — the 
shape of evolution, as of organisation of combination in this 
line or that according to exigencies of Circumstances. But the 
most familiar type that attracts our notice is financial integra- 
tion as a result of the existence of the managing agency system. 
This integration has taken two forms—-one, financial integra- 
tion in’ the same line and the other, financial integration in 
different lines. “‘Vhe cotton mills of Bombay and Ahmedabad 
are an example of the first variety. In these two centres, a 
managing agency firm Icoks after several cotton mills, although 
in Ahmedabad the number of mills under a single managing 
agent is, as a rule, fewer than in Bombay. This type of com- 
bination resembles to some extent a horizontal combination, 
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though not so rigid and consolidated in character as the latter 
is to be found in the Western Countries. 

Turning, next, to the second variety of financial integra- 
tion, viz., combination of firms in different lines under one 


managing agent, it may be noted that it resembies neither the 
vertical nor the horizontal type. 


It is of course true that 
under pressure from the managing 


agent, two firms working 
in the same jine have combined together, as happened in the 
case of the Buckingham and Carnatic Company, Limited, 
Madras; but the problem does not cnd there and it 1s found 
that the same managing agent may have interest in some other 
lines. A list of some managing agents working in different 
lines is given below, which will give an idea of the number of 
undertakings under each firm. ‘The list is not exhaustive but 
considers only a few important managing agency firms in this 
country. They stood as follows in the year 1942-43. 
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Jardine Skinner & Co. 

Balmer Lawrie & Co. 

Gillanders Arbuthnot & Co. 
Shaw Wallace & Co. 

Kilburn & Co. 

H, V. Law & Co. Ld. 

F. W. Heilgers & Co. 

Anderson Wright & Co. 
Bird & Co. 
Macneill & Co. | 
Karamchand Thaper & Bros Ld, 
Tata Sons Ld. 
Birla Bros. Ld. 

Kettlewell Bullen & Co 

Killick, Nixon & Co. 

Begg. Dunlop & Co. 

Duncan Bros.. & Co. Ld. 

James Finlay & Co. Ld. 
Begg Sutherland & Co. Ld. 
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Some people have felt a confusion to explain” this pecu- 
liar form of integration, because they sav that they do not find 
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its prototype in any other country. That is of course true to 
some extent. But in certain respects it resembles the system 
prevailing elsewhere. Take, tor instance, the new line of 
amalgamation movement in U. S. A. where the same concern 
is managing and financing so many different lines. And from 
the standpoint of the managing agency house, our system 
resembles that prevailing in Japan. In that country, financial 
power has been mainly concentrated in the hands of a few 
great corporations under the acgis of families, such as those 
of Mitsui, Mitsubishi, Yasuda and Sumitomo, to name the 
most outstanding of the families. “Phey may compare very 
well with the Houses of Fatas and Birlas. It must at the same 
time be admitted that the concentration of financial power 1s 
not so very great in this country as in Japan. “Thus the House 
of Mitsui in Japan controls above 25 p.c. of the paid-up capi- 
tal. reserves, debentures and investments of all Japanese com- 
panies. In its main and subsidiary companies, the House — of 
Mitsui is interested ino such diverse activities as banking, m- 
surance, trust’ business, transport of all) kinds, warehousing, 
electric power and light, mining, textiles, metals and = machi. 
nery, chemicals, manufactured goods, foreign trade, hove 
trade, newspapers, forestiy and plantation ownership. Behind 
all these diverse activities stands the Mitsui Bank with) its 
cuptial amounting to TOQ millions ven. 

The circumstances teading to the ascendancy of the 
financial capitalist have been different ino these two countries. 
So faray Japan is concerned, ino the carher stages of indus: 
trialism, government acted in the role of entrepreneur and 
alter the concerns had stood on them own Jegs. they were 
handed over to the private intuative, which, of necessity, was 
represcnted by these big houses. Smaller industrialists were, 
of course, by no means rare. But in the vears following the 
great war and particularly since the thirties, the great capital 
ists, using the financial institutions under their own control, 
have built up an ever-expanding complex of activities. In this 
country, owing to the political turmoil prevailing, no indi- 
genous capital was forthcoming to trade and industry. A 
beginning was made in this respect by non-Indian firms in the 
castern parts of India where they acted as company promoters 
and afterwards owners and financiers. In the cotton industry 
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of Bombay and Ahmedabad, Indian managing agency firms 
came forward. The financial capitalism started in this way 
and, it must be admitted, has played a very important role in 
the commercial and industrial development of this country. 
The financial integration under the managing agency 
system has assumed diverse forms. Thus it has been found 
that surplus funds of a concern are often deposited with the 
managing agency firm at some rate of interest, the firm then 
having full discretion in the use of this money either in its own 
business or in another concern under the same managing 
agency. Sometimes these funds are permanently invested in 
allied concerns, and sometimes they are loaned on short-term 
accounts. Funds are sometimes raised on the credit of one 
concern and till they are actually needed or employed, they 
may be utilised for some other purpose by the managing agent, 
or lent to a concern under the same managing agency, other 
than that for which they were raised. Vhus it was revealed at 
the time of the ‘Variff, Board invesugation of 1927 on cotton 
texte industry that the balance sheets of many mill companies 
in Ahmedabad contained large borrowings on the one side and 
large loans lent out at interest on the other. The practice 
tended to grow during the years of depression when the manag- 
ing agents became busy over the protection of the concerns 
under them. Whatever may be said against this svstem from 
the standpoint of shareholders of sounder concerns and _ also 
from the standpoint of economic theory and conception of 
submarginal firm, it must be admitted that it was because of 
the managing agency system and financial integration arising 
therefrom that the cotten mill industry of this country was 
able to face the bad days of depression, but for which manv a 
concern would have to be liquidated thus giving a great shock 
to the rising investing class in this country. It is easy to argue 
that ‘‘reserves of several well-established mills have in this 
manner been frittered away by binding them to others newly 
started by the same managing agents,” but in a country and at 
« time when no sufficient funds are available from the invest- 
ing public nor are there any institutions for supplying the 
long-term financial assistance to newly started concerns, this 
sort of financial integration, though not sound from the stand- 
point of sound company finance. is imperative in existing cir. 
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cumstances, and so Jong as the integrity of the managing 
agency system is not doubted, there is no scope for any appre- 
hension in this type of investment. ‘Che merits and demerits 
of a system are to be judged from the results achieved and not 
simply from a principle that may have been formulated under 
some peculiar circumstances. And when we look to the years 
of depression, we cannot but say that the combination of con- 
cerns under the same managing agent has been of immense 
help. 

Financial integration is not peculiar to the cotton. mill 
industry alone; even in the jute mills. another very important 
industry of the country, this sort of integration is to be found. 
In one respect, however, the case of financial integration in 
jute mills differs from that) in cotton mills in Bombay and 
Ahmedabad, wz., that inter-company-investent in jute mills. 
was undertaken as a result of the special resolution passed by 
shareholders in. general meeting. ‘This shows that even the 
Shareholders realised the necessity and approved of the measure 
of inter-company-investment. Although no such special reso- 
lution is to be found in many cases, though none at all, in 
Bombay and Ahmedabad, yet to suggest that the action of the 
managing agents was arbitrary in character would go beyond 
the limits of propriety In view of ihe closer personal relation 
of the managing agents in Bombay and Ahmedabad with con- 
cerns under them, and with the shareholders no necessity was 
perhaps felt for a special resolution. 

This financial integration, in its turn, has led to a greater 
degree of co-operation among the different units than) would 
have been possible had these concerns been under the manage 
ment of separate boards of directors. Even then the degree of 
co-operation has not been suffiaaent in view ot the development 
in this respect in Western) countries and also in) view of the 
exigencies of the circumstances prevailing since the depression. 
It is peculiar that when other countries were promoting at 
greater degree of co-operation in matters commercial and 
industrial, the Indian Companies (amendment) Act of 19386 in 
corporated provisions which were adverse to financtal integri- 
tion as prevalent in this country. Thus according to one pro- 
vision, loans to managing agents of companies other than 
private compantes which are not subsidiary companies — of 
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public ccempantes are forbidden. In the same way loans to or 
by companies under the same management is prohibited. 
Without the previous consent oi the board of directors, given 
unanimously, the purchase by the company of shares, stocks, 
debentures or other securities of companies under the same 
managing agency is forbidden. The managing agency can in 
no case issue debentures and cannot invest funds of the com- 
pany without the approval of the directors. Whether these 
provisions, apparently sound, would prove beneficial in actual 
Operation, particularly in times of depression, only time can 
show. But it must be admitted that the efficiency of business 
management depends to a considerable degree upon the extent 
to which the persons in managerial position enjoy unhampered 
freedom to pursue a dennite policy. The managing agency 
system has enjoyed a great advantage in this respect. In a 
country where no sufficient supply of managerial ability — is 
available, and where no sufficient capital is also available, the 
Managing agency system has supplied both and in matters 
administrative has secured a high degree of efficiency and 
integration. ‘The system, in its administrative aspect, has led 
in many Cases to group-purchase, group-sale and uniformity in 
working and administrative control. In matters financial, the 
smaller or newer concerns under ihe same managing agent 
have not faced any greater dithculty than the bigger ones, 
since in both cases, itis not) their individual integrity and 
credit but those of the managing agent that have been the sole 
determinant. In the words of Lokanathan, ‘‘without any 
formal combinauion or amalgamation and without losing their 
independent legal and functional existence. these various units 
are cnabled to realise some of the economies, if not of large 
scale production, of largc scale organisation.” 

Having studied the most predominant type of combina. 
tion in India, we should now devote our attention to combina- 
tion or amalgamation im different lines which have arisen as 4 
result of the exigencies of circumstances. To consider the field 
of banking first. here. although there are the “Big Five’. wz, 
the Central Bank of India, the Allahabad Bank. the Bank ot 
India, the Punjab National Bank and = the Bank of Baroda. 
like the ‘‘Big Five’ in England. vet their development was not 
on the same lines as in. the latter country. In . Eneland. - the 
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rise of big five was the result of bank amalgamation and conse- 
quent concentration of resources in their hands, followed by 
the development of a network of branch banking. In India, 
however, the most noteworthy feature is the concentration of 
resources to a large extent in the hands of the ‘‘Big Five”, side 
by side with the increase in the number of banks. ‘The result 
has been that whereas in England, the amalgamation move- 
ment had swept away the inefficient concerns, in India, how- 
ever, inspite of the concentration of resources in the hands of 
a few banks, the increase in the number of banks is going on 
and as a result of the war-time boom and liquidity in banking 
system, the development of banking, particularly branch 
banking, and its improper distribuuon, has gone — so 
far that a period of depression and deflation, which 
would, of necessity, follow the war, unless timely 
measures are taken, would prove disastrous to banking 
business. For, by this time some of the mofussil centres seem 
to be oversupphed with banking facilities and there is little 
reason to expect that they would be adequately fed by the 
trade and commerce of the regions involved. 

In this field, amalgamation has taken place only in a few 
cases. Thus in 1923, the Central Bank of India absorbed the 
Tata) Industrial Bank. The Lloyds) Bank absorbed in 
1923 the well-known eastern business of Cox & Co., and of 
Henry S. King and Co. The Allahabad Bank has been bought 
out by the P. & O. Banking Corporation, which in its 
turn was purchased by the Chartered Bank of India, Australia 
and China. Leaving aside these three cases, there has been no 
amalgamation in this field worthy of name, while at the same 
time the need for co-operation among the Indian joint stock 
banks is very great. This is not only cssential for the sound 
development of banking and also for making preparation to 
face any unforeseen crisis, but also for meeting the competi- 
tion of exchange banks which are now in increasing measure 
taking to inland trade financing. This competition would 
increase in intensity in post-war years when the need for meet- 
ing the strong competition from _ well-established exchange 
banks would be very great. The Banking Bill that is before the 
Central Legislature aims at increasing the paid-up capital and 
reserve with a view to strengthening their position against 
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crisis. Now it is for the banks to combine and capture the 
inland and, if possible, foreign business, so that in post-war 
years they can hold their own against competition from foreign 
exchange banks. In this connection it may be noted that the 
Central Banking Enquiry Committee and the Foreign Experts 
associated with it suggested the formation of an. All-India 
Bankers’ Association, one of whose aims would be the laying 
down of principles and conventions calculated to prevent un- 
healthy competition; but the Central Banking Enquiry Com- 
multee was against the imposition of any restricuon on the branch 
ectivides of the exchange banks nor did they take with favour 
the suggestion put forward by some witnesses of confining the 
activities of the branches of exchange banks to port towns. 
Whatever that may be, the suggestion did not materialise; but 
in changed circumstances of to-day and in anticipation of the 
developments that would take place in post-war years, it is 
high time for Indian concerns to-consider and reconsider the 
question of co-operation, if not of amalgamation.* 

The position in insurance business is slightly — better. 
Many insurance companies have already amalgamated with a 
view to strengthening their positon. The following list from 
Indian Insurance Journai, compiled by Roy in his ‘Life Instur- 
ance in India’ is selt-revealing: 

Vill 1927, there was no association of an all-India charac- 
ter inthe field of insurance business. In that year the Indian 
Life Assurance Offices .Association was formed. The Associa- 
tion iminediately took up the question of payment of unduly 
high rates of commission to agents and of rebating and _ passed 
strong resolutions condemning both and suggesting to the 
member concerns to discourage these practices. It is interest- 
ing to note that the Insurance Act of 1938 has placed restric- 


* Indiscriminate branch banking resulted in banking crisis recently 
in Calcutta and also Bombay. The only solution lies in affiliation, 
amalgamation and absorption. It is gratifying that the bankers, at 
least some of them, have grown alive to the need for amalgamation, but 
as yet amalgamation has not started as a movement. which it should 
if the banking system is to avoid any setback in difficult times which 
lie ahead. It is the duty of the newly-formed Banker's Association to 
encourage voluntary amalgamation. If voluntary action fails, inter- 
vention may be called for in the greater interest of the economic 
system. 
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Amalgamatiqn in Insurance Business 





~J1 


9 


I]. 


17. 


18. 
19. 


20. 


. Tay Insurance Co., 


. Good 


. Indo-Asiatic 


. Modern 


. Premier 


Name of amalgamating 
company 





Ltd 
Lahore. 


Luck Insurance 
Co., Ltd., Lahore 


Insurance 
Co., Ltd., Ajmer 


. Hindusthan Security, 


Allahabad 


India 
Co., 


Life 
Assurance Ltd., 


Caleutta 


. Searchlight Insurance Co., 


Ltd., Lahore 


General  Assur- 
ance Co., Ltd., Patna 


. Jatiya Kalyan Insurance 


Society Ltd., Calcutta 


. Great Orient, Lahore 


10. 


Providential 
Aligarh 


Insurance, 


Unity Insurance, Lahore . 
. Glory of India, 
13. 
14. 


15. 


16. 


Lahore 
Great India, Calcutta 
Hindusthan Bima, 
Central Life, Lahore 


Insurance 
Lucknow 


Equity 
Lid., 


Agarwal Insurance, 


Frontier 
Peshawar 


Insurance, 


Meenakshti Insurance, 


~- Madras 


) 
a 
a 
| 
| 
ae 


J 
All-India United 5 
Co., Ltd., Lucknow 

ane 


Victorv Insurance, Lahore 


. . 
. S . 
Neen a ne ee 


With which company 
amalgamated 


OO ar te ee rte ee ee 


Ltd., Lahore. 


m 7 of India lnsdirance Co., 


" 


Free India General Insurance 


Co., Ltd., Cawnpore 


Aryya Insurance Co., Ltd., 


Calcutta 


"| 
| 
7 
1 
| 
| 
rf 
= 
| 
<) 


Federal India Assurance Co., 
Lid., Delhi 


mal 
: 
‘i 


TL ahere: 


Assurance 


ed 


-Sunshine Insurance, Lahore. 
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Name of amalgamating 


Nagpur 


With which company 


company amalgamated 
21. Central Mutual Life As- Prabhat Insurance Co., Ltd., 
surance Society  Ltd., 
Bombay wv) Bombay. 
‘22. Prabhat Insurance Co., | 
Ltd., Bombay a | Forward Assurance Co., Ltd., 
23. Modern Insurance Co. | Bombay. 
Ltd., Bombay a 
24. Aryan Life Assurance Champion Genera} Insurance 
Society Ltd., Bombay a Co., Ltd., Bombay 
25 All-India Security Life Worldwide Assurance Co. 
and General Assurance be 
Co., Ltd... Bombay see Ltd., Bombay. 
26. Great Peninsular, Madras. Bharati Bima, Benares. 
27. Genuine, Calcutta Arvasthan, Calcutta. 
28. United National Insur- |} 
ance Co., Ltd., Delhi Sterling Insurance Co., Ltd., 
29. Hukumechand Life Assur- Delh1. 
ance Co., Ltd., Calcutta ... | 
30. Ganesh Insurance Co., \ New Guardian of India Life 
Luid.. Madras me j Insurance Co., Ltd., Madras 
$1. Hindusthan National, \ ; 
‘ Napier, Calcutta 
Lahore . 
32. Universal Protector, Cal- \ 
Bihar National, Patna 
cutta ou \ 
35. United Assurance, ea 
34. Bengal Mercantile, Cal-  \ Fastern National, Calcutta 
cutta ae | 
35. All-India Railway Men's ee a ae eee C 
Benevolent Fund. Nag- Ot a MRE Ot 
pur a2 Nagpur. 
36. Nag Insurance Co., Ltd.. 


\ Federal India, Delhi 


2 
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Name of amalgamating With which company 
company | amalgamated 
| 
rennet recenrnnee 
37. Social Life Assurance Co. )} Associated Insurance Ca., 
Ltd., Nagpur as Ltd., Nagpur 
38. Forward Assurance Co., Federal India Assurance Co., 
Ltd., Bombay vee Ltd., Delhi. 


hear 





tion on the amount of maximum commission that may be paid 
to agents and has made rebating illegal. A few years back the 
same Association tried to promote a Reinsurance Pool of 
existing companies. It was suggested that the companies would 
reinsure the excess over their retaining limit, which would be 
fixed for each company. This excess would be distributed 
among the remaining offices in the proportion of each remain: 
ing company’s retention limit to the total retaining limit ot 
the rest of the companies. his proposal, however. did not 
materialise owing to the unwillingness of the bigger concerns 
to re-insure with the comparatively weaker ones and also 
because of the lack of standardised rates and policy conditions. 

‘Turning next to the extractive industry, o7z., coal-mining, 
the need for combination here is very great. “This aspect was 
specially emphasized by the Coal Enquiry Committee (1937) in 
their report. The committee has clearly shown how lack — of 
co-operation is definitely working against the interest of coal 
trade. In the words of the committee, ‘voluntary restriction 
of output, with agreed-in) minimum prices. has failed to 
materialise because the coal wade cannot combine even for 
obviously mutual benefit, while compulsory restriction of out- 
put, with authoritatively fixed minimum prices, has beeu 
rejected by Government. Consequently as a matter of econo- 
mic necessity, production costs have been reduced to the sub- 
sistence or survival level, repairs and renewal of plants are 
limited to the lowest point compatible with safety and effi- 
ciency, depreciation cannot be provided for adequately and 
new developments are comparatively rare.”” How’ very in 
adequate this amalgamation has been can be understood from 
the following list of a few amalgamations: — 
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Amalgamation in coal mining. 


ELT a RITE ET SE EL TC TET ET SEH TRIED OE TSE CEE TENE 8 TIS IASI 
Year. Name of amalgamating With which company 
company amalgamated 


atm re mmr re ae 
res ee ee 
~~ ome 


1939 Girimint Coal Co., Ltd. Bengal Coal Company, Ltd. 
1919 Bhaskajuri Coal  Co., 
Ltd. | 
Central Jherria Coal 
Co., Ltd. a 
Jumoni Coal Co., Ltd. a4 
Lutchipore Coal Co., a | 


Ltd. eas 

Neoware “Goal oes: po uranue Coal Co., Ltd. 
Ltd. aul 

Reliance Coal Co., Ltd. ... 

Teetulmuri —_ Collieries 
Ltd. se 

Bankola & Joba Collier- 
ies (by Purchase) | 


1940 Aldip Coal Co., Ltd. ... Equitable Coal Co., Ltd. 


Bansdeopur Coal Co., a Bansdeopur Coal Co., 
Lid. Ltd. 


1920 Damuda Coal Co., Ltd. ... 


1932 New Kendah Coal Co., 
Ltd. ‘oud 


New Beerbhoom Coal Co., 
Ltd. 





Not only there was no adequate amalgamation of  con- 
cerns in coal mining, on the contrary, between 1914 and 1925 
the number of coal mining concerns increased in India by 322 
or about 50 p.c., while production rose from 16 to 20 million 
tons. This in itself is sufficient evidence of the fact that a large 
number of small companies came into existence during this 
period and increased the precariousness of the coal trade. In 
England the tendency was in the reverse direction and the num- 
ber of coal mines was steadily reduced from 2861 in 1927 to 2075 
,in 1935, the majority of the mines closed being small ones. The . 
result ot the rise of these small companies in India has been 
the ‘‘fragmentation” of bigger mines some of which are ‘‘leased 
out in small strips involving great waste of coal in barriers, in- 


88 INDIAN BUSINESS 


creasing the danger of fire spreading from one property to 
another and generally making sate and economical working 
impracticable.” The Coal Enquiry Committee (1937) was so 
much impressed by the waste involved that it recommended 
that ‘‘the Statutory Authority should be empowered to arrange 
voluntary amalgamations if possible and then proceed to com- 
pulsory amalgamation if the owners will not come to terms.” 

In the coal trade, since the passing of the Coal Grading 
Board Act of 1925, a sort of forced ‘‘trade agreement’, if 
we may say so, has come inte- existence, not so much for 
standardising any trade practice-as under a trade agreement, 
but for standardtsing the product. 

The story of the salt trade-from the standpoint of —com- 
binauon is one of domination and rate war by a combine of 
certain foreign concerns The activity of this association is 
confined to the Eastern Provinces of India, particularly in the 
Calcutta market, in view of the tact that the Eastern Provinces 
of Bengal, Bihar, Orissa and Assam are, for climatic reasons, 
unable to produce sufficient salt and have therefore to depend 
on import. Even as early as 1903, the introduction of salt was 
tollowed by a noticeable reduction in price. A similar thing 
was repeated when the Indo-Aden Works first commenced to 
import salt towards the end of 1911; for, the price of Liver- 
pool salt came down from Rs:'71/- to Rs. 41/- for 100 mds. 
“Attempts at excluding the newcomers trom the salt trade and 
to stabilise the prices at a high-level have often been followed 
by informal agreement between manufacturers’ or importers 
and sometimes formal associations have also been formed, as 
e.g.,in 191) and 1918. A third combine came into existence in 
1927 and is known as the Salt Importers’ Association of Bengal. 
It comprised as its members the following concerns :— 


(1) The Salt Union of Liverpool, through its agents, 
M/s. Turner Morrison & Co., Calcutta. 


(2) The Union Salinera de Espana of Barcelona, through 
its agents, M/s. Turner Morrison & Co., Calcutta. 


(3) The Societa Italiana pur le Saline Eritree of Rome, 
through its agents, M/s. Turner Morrison & Co., Calcutta. 


(4) Hamburg Salt Interests, through their representatives 
M/s. Lionel Edwards Ld., Calcutta. 
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(5) The Port Said Salt Association, Lid., through _ its 
agents, M. Grezoux, Calcutta. 

(6) Augostine Burgarella Ajola of Aden, through its 
agents, M/s. Grahams ‘Trading Co., Ltd., Calcutta. 

(7) Indo-Aden Salt Interests, through their agents, M/s. 
A. & J. Lalljee, Calcutta. 

The immediate effect of the formation of this combine 
was lO maintain prices at an unduly high level tnroughout 
1927 and for the greater part of 1928. Meanwhile the situa- 
uion so far as the indigenous production of salt was concerned, 
had slightly improved owing to the granting of temporary 
_ protection, though at cautious rate, and the Indian producers 
urged, in a conterence held at Simla, that if protection was 
conunued over an adequate period, they would be able to 
supply the Indian market. ‘lliis was too much for the Aden 
interests who started a ficrce rate-cutung war, which was fol- 
lowed by dumping of Fast African Salt by Italy. It is peculiar 
that the Government also reduced the import duty at this 
juncture with the result: that the Indian industry was on the 
verge of total collapse in 1933. Hardly a comment 1s neces- 
sary on Government policy. Ultimately in 1935, on an old 
recommendation by ‘Tanfl Board made in 1930, a Salt: Market- 
ing Board was formed, composed of Indian and Aden __ pro- 
ducers, the object being the elimination = of foreign imports 
and regulation of Indian impoits. For studying the fluctua- 
ions in the tade for co-ordinating supply and fixing the 
quotas, a Control Committee was formed. Slightly less than 
50 p.c. of the quota went to the Aden group and the rest to 
the Indian group of producers. Thus the whole trade was 
divided between two groups ot producers on the — basis of 
quotas fixed by the Control Committee. 

The oil industry of India is dominated by a combination, 
known as the Kerosine Pool, which in its turn is dominated 
-over by one concern, viz.. the Burmah Oil Co. The Pool con- 
sists of the following companies : — 

(a) “Vhe Burmah Oil Company. 

(by) The Royal ‘Dutch Sheil Group. 

(c) The British Burmah Petroleum Company. 

(d) The Assam Oil Company. 

In accordance with the maximum price” policy of | the 
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dominating company 1,95,000 tons of inferior oil, contributed 
by the member concerns at some agreed proportion on the 
volume of production of each concern, is sold to the Pool at a 
fixed price. The price paid by the Pool to the contributors is 
fixed every six months on the basis of following factors: —(a) 
current price f. o. b. American Gulf Port, (b) transport charges, 
(c) import duty, (d) profit at 10 p.c. on (a) and (b), and (c)- 
storage. This oil received by the Pool trom different contribut- 
ors is mixed before sale and then sold at prices which will cover 
the price paid to the contributing companies, but at the same 
time maintaining difference between the prices of inferior and 
superior quality of oil. Thus the object of the Pool is twofold— 
to mix the supplies of inferior quality of oil and sell it and to- 
fix the price for this oil at a level which is profitable. The Pool, 
and in fact, the dominating concern, viz., the Burmah Oil Co. 
have so great an influence that even concerns which stood out- 
side the pool, wiz, the Standard Oil Co. and Indian concerns. 
like Indo-Burma Petroleum Co., have also followed the price- 
fixed by the Pool. For, so far as the Standard Oil Company 
was concerned, the factor of distance as to the sources of sup- 
ply, and so far as the Indian concerns were concerned, the 
negligible proportion of their output, made competition with 
the Pool impossible and brought them into line with the Pool. 

Now we shall pass over to some of the manufacturing in- 
dustries of India in order to see how far combination as a form 
of business organisation has affected them. To take up the 
premier industry of India first here, leaving aside the financial 
integration already studied, amalgamations in proper sense of 
the term have not been very many. Some of them can be seen. 
in the following chart: 

It is interesting to note that when the post-war boom gave 
way to slump, the leading mill agents in Bombay considered 
the possibility of amalgamation. A scheme also was prepared. 
The ‘Tariff Board of 1952 gives the following description of 
the scheme. A scheme for the reorganisation of the industry 
in Bombay on the lines of the Lancashire Cotton Corporation 
was put forward by some of the most prominent mill-owners in 
the city early in 1930. Under this schemc no less than 34 mills 
under 7 managing agency firms were to amalgamate with the 
object of : — 
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Amalgamation in Cotton Mills. 





Name of amalgamating : With which company 
company. ! amalgamated. 
Ahmedabad Jubilee Spinning Ahmedabad ~ Manufacturing 
& Mfg. Co., Ltd. (by pur- + and Calico Printing Co., 
chase) eae Ltd. 


Kaiser-i-Hind Woollen, Cot- 
ton & Silk Mills Go., Ltd. Bangalore Woollen, Cotton 


(by purchase) i & Silk Mills Co., Ltd. 
Coral Mills (1924) | 
Tinnevelly Mills (1927) ..» ¢ Madura Mills Co., Ltd. 
Pandyan Mills (1929) _{ 





(1) standardisation of products; 

(ul) reorganisation ot qualities so that single types cr 
ranges of varn or cloth might be allotted to indivi- 
dual mills; 

Gil) concentration of purchase and sale by single well- 
designed units; 

(iv) avoidance of duplication of work; and 

(Vv) elimination of uneconomic machinery. 

Fach mill was to be valued and taken over by the merger 
corporation at its current price paid in ordinary = shares; 
its unsold stocks were to be paid for in cash and nothing was 
to be paid for goodwill. “The control of the corporation was 
to be vested in a Board of Directors with working committees 
to carry out the followmg duties > — 

(a) purchase of cotton; 

(b) sale of yarn cloth: 

(c) purchase of machinery X& stores, 

(d) management of mills; 

(e) arrangement of finance, and 

(f) organisation of research and statistics. 

The corporation was to be financed by a loan trom the 
Imperial Bank of India to the tull extent of its liquid assets 
and by debentures. The project, however, did not materialise. 

_ Possibly because it was “too ambitious a venture”. But it ts 
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interesting to note that joint action between some mills on 
certain matters has been possible and has proved beneficial. 
The Bombay Textile Labour Enquiry Committee in their 
Report (vol. II) have noted some of them. ‘Thus, for instance, 
the Bombay Millowners’ Association was able to secure a reduc- 
tion in power costs from -725 of an anna per unit in 1926 to 
-35 of an anna in 1939, as a result of negotiation with the Tata 
Hydro-Electric Agencies, Linnited. “The Association also 
succeeded in organising the insurance of risks arising out of 
the application of the Workmen’s Compensation Act (1923) 
through the Millowners’ Mutual Insurance  Asssociation, 
Limited, which has now, after meeting all ciaims, accumulated 
a fairly considerable surplus fund. Substantial savings have 
been made by Ahmedabad mills as a result of a joint purchase 
of machinery in 1931-32. Leaving aside these matters, the 
colton mill industry has not seen any amalgamation. The 
amalgamation scheme already noted did not find favour either 
with the ‘Variff Board of 1932 which was of opinion that better 
icsults were likely to be attained by economies accruing from 
close personal attention, or with the Bontbay Textile Labour 
Enguoy Committee which was too much obsessed by the con- 
siderations of economic unit; but in the changed situations of 
the post-war years. when there will be acute compeution trom 
the British cotton textile industry, some such = scheme cf 
amalgamation would be not a mattcr of choice but) one ot 
necessity. It is no use arguing that the Bombay cotton tex- 
ule industry is imbued with the spirit of individualism, — for, 
this sprit cannot be of greater intensity. here than that im 
Lancashire at one stage. Tt for self-protection, Lancashire had 
found it necessary to form a Cotton Corporation, the necessity 
is all the more great in India, not only for protecting the home 
market but also for retaining the new markets in Asia and 
Africa. 

Although combination has not characterised our cotton 
mills, yet it cannot be said that they have been perfectly free 
in this respect. A sort of vertical integration is to be found 
throughout the whole country except in Madras. Thus in the 
. reports of the Tariff Boards reference has been made to the 
marked increase in combined spinning and weaving estab- 
lishments as compared with mills equipped for spinning only. 
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During 1931-1935, the former showed an increase in number 
from 231 to 265, while pureiy spinning concerns fell from 58 
to 44. 

[f amalgamation in cotton textile industry was only a 
paper plan, in jute miily there has not been even such a thing. 
But in one respect, the jute mills are better situated in view 
of the fact that the working coudiuons for all of them have 
béen determined from time to time by a central orgasisation 
which has a sufficient hold on the industry. In considering 
the different types of combinations, we remarked that experi- 
ence has proved that simple agreements are more permanent 
than so-called permanent combinations. The validity of this 
assertion is well-proved by the working of the Indian Jute 
Mills Association which started its career in 1886. From time 
to time, the member mills,—and almost all mills except the 
Hooghly and Serajgunge were inembers—entered into agree- 
ment for restriction on hours of work—not in consideration of 
labour welfare, but for adjusting supply to market demand— 
and closing down a certain percentage of the looms. The 
agreement was renewed according to the situation. Thus, for 
example, by an agreement operating from October, 1931. the 
mills in the membership of the association, comprising some 
9 p.c. of the trade, worked during 1932, 1933 and the greate 
part of 1934 for 40 hours per weck, with 15 p.c. of the total 
complement of looms sealed At the same time it was agrecd 
that the mills would not instal any extra productive machinery 
or relauive buildings during the currency of the agreement. 
Similar agreement was again entered into im 1936, with certain 
relaxations as to the hours of work in view of the changed 
situation. “Phe agreements referred to applicd only to mem- 
ber mills. In 1932, the Association entered into agreement 
with five principal mills outside the Association, vz., Adamyee, 
Agarpara, Gagalbhai, Ludlow and Shree Hlanuman, whereby 
these mills undertook to restrict their working hours to 54 per 
week up to 30th June, 1933. With certain modifications this 
agreement was extended and became a continuing agreement. 
being ultimately terminated in 1936. Whatever that mav be, 
IU is clear that the aim of this simple combination is to restrict 
the output of member mills in such a way as to maintain prices. 


Unlike in cotton and jute industries, the paper industry 


94 INDIAN BUSINESS 


of India is characterised by a greater degree of combination. 
The policy of the mills belonging to the Indian Paper Makers’ © 
Associauon and also of those working in conjunction with it 
has been to combine for the purpose of price fixation and for 
the allotment of contracts with the Central and Provincial 
Governments, which represent 20 to 25 p.c. of their total pro- 
ducuon, according to an agreed arrangement among them- 
selves. This combination was facilitated because upto recent 
times there was a practical monopoly of the trade between 
the three older mills, vz., the Vitaghur Paper Mills Co., “Ltd., 
the India Paper Pulp Co. and the Bengal Paper Mills Co. 
The new mills that) have of late come into existence have 
either joined or are co-operating with the Association. The com- 
bination has enabled the mills to maintain prices at a level 
slightly below the level of prices quoted for imported paper 
of similar quality; this has also enabled them to prevent the 
cutting of rates below an agreed level. 

A greater degree of combination characterises the sugar 
industry of India. When we consider each independent  con- 
cern, we find the existence of vertical combination in this in- 
dustry. Some of the concerns not only manufacture sugar but 
also possess the supply of raw material, véz.. sugarcane, in 50 
far as they have their own fields. Vhus, tor instance, the 
Buland Sugar Co., Ltd.. conjomnthy with the Rava Sugar Co.. 
Ltd., owns a subsidiary concern, viz., the Agricultural Com- 
pany, Rampur, and owns and operates an extensive light 
railway system in Rampur State which facilitates the supply 
of sugarcane to the factories. “Vhe Agricultural Company has 
also developed a separate sugarcane plantation, which is con- 
nected with the mills by the light railway system. Some of 
the mills have their own distillery. Thus the Cawnpore Sugar 
Works Limited have a gur refinery, and a distillery where 
‘country spirit, denatured spirit, rectified spirit, and commercial 
alcohol are manufactured. All the more remarkable is the 
organisation of the Deccan Suga: and Abkhari Co., Ltd., which 
combines also the distributive side of trade. It owns a sugar 
mill and distillery in Madras where palmyra_ jaggery is 
‘refined and various kinds of portable and non-portable spirits 
are produced. The factory does not crush cane. A confection- 
‘ery is attached to the sugar factory and a carbonic acid gas 
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collection, purification and conipression plant adjoins the dis- 
tillery. ‘The company has a large number of agencies, sub- 
agencies and depots along the Coromandel Coast and inland 
for the purchase of palmyra jaggery and sale of sugar, spirit 
and other products. Other examples of veitical combination 
in sugar industry may be cited. but’ we have taken the most 
representative examples. 

So far as the sugar industries of U. P. and Bihar are con- 
cerned, the Sugar Syndicate represents a central organisation 
for them. When the industry was passing through a crisis the 
organisation was formed by the Indian Sugar Mills Associa- 
tion to assist in the carrying of stocks over the remainder of the 
season. The fixation of minimum selling limits and quoias of 
supply for 92 factories which had joined the syndicate had the 
effect of steadying the prices. Be it noted that this organisa- 
uion was formed to meet an emergency which had faced the 
industry. It is essential that some such organisation should be 
made permanent not only in the sugar industry but in other 
industries as well wherever there is the danger of overproduc- 
tion as compared with the existing and to some extent, poten- 
tial market. (Cf. the recommendations of the Bombay Textile 
Labour Enquoy Gommittee regarding cotton industry) and in 
order that it may be successtul, te must have, direct or indirect. 
support from the Government (Cf. the following observation of 
of the Tariff Board (1938) on sugar industry:  ‘*We under- 
stand that the first central selling organisation formed in Java 
m the year 1918 known as the United Sugar Producers’ Asso- 
ciation failed on account of a similar lack of co-operation and 
the eventual defection of some of its members. In 1982 the 
intervention of the Government was necessary for the forma- 
tion of a new organisation.” 

The cement industry of India presents the most perfect 
type of horizontal combination. The formation of the com- 
bination was the result’ of protracted experimentation. The 
industry which was in infant stage in 1914 expanded to a con- 
siderable extent as a result of the great war but was all on a 
sudden faced with competition, particularly from the United 
Kingdom, as a result of which, it was in a state of impending 
collapse by 1924. The hesitating attitude of the Tariff Board 
facilitated the refusal to grant protection by the Government 
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to this infant industry and many firms collapsed. However, as- 
i measure of self-protection, the surviving frms formed the 
Indian Cement Manufacturers’ Association in 1926. The first 
step taken by the Association was the fixation of selling prices; 
in all other respects, including sule and obtaining of maximum 
possible business for itself, each firm was tully autonomous. 
The Association also organised a joint sales service, called the 
Concrete Association of India, in order to educate the public 
and also to provide free technical aid as to the uses of cement. 
The year 1930 saw the establishinent of a Cement Marketing 
Company of India, the object) of which was to take over the 
control of sales and distribution for almost all the manutactur- 
ing compames in its membership, these companies working on 
a system of quotas based on the stated capacity of each com- 
pany. These organisations were to some extent successtul, but 
the constitution of the Marketing Company presented some 
difficulties. Even the quota system did not work smoothly and 
“it was often necessary to transport cement from = one partt- 
cular factory to an area which would have been more econo- 
mically served trom another factory near the area.” Hence a 
complete fusion was favoured and cffected in 1956 when the 
Associated Cement Conipanies Limited came into existence. 
The Associated Cement Companies took over by amalgamation 
the business and assets of the undernoted concerns which went 
into voluntary tiquidation: 


(4) The Indian Cement Co., Limited. 

(2) ‘The Katni Cerment ant Industrial Co., Ltd. 
(3) Bundi Portland Cement Limited. 

(4) The Akha Cement Co. Ltd. 

(5) Phe Gwahtor Cement Co. Lid. 

(6) “The Punjab Portland Cement Limited. 
(7) The United Cement Go. of India Ltd. 
(8) The Shahabad Cement Co., Ltd. 

(9) Phe Coimbatore Cement Co., Ltd. 

(10) The Dewarkhand Cement Co., Ltd. 
(41) The C. P. Cement Co., Ltd. 


Thus the rise of the cement merger in India is simply the 


result of the threat of foreign competition and unsympathetic 
attitude. of the government. [ris interesting that the dictum. 
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that ‘‘Tariff is the mother of Trust,” so much true in America, 
has been falsified in the case of the cement industry in India. 

In miscellaneous industries, there are occasionally traces 
of combination. Some idea of the same can be obtained from 
the following chart: 


Amalgamation in mascellaneous companies, 





Year. Name of the amalgamat- 
ing company. 

1928 Hukumchand _ Electric | 

Steel Works ee 


British India Iron & 
Steel Co. Ltd. 


With which company 
amalgamated. 


Bhartia Electric Stee! Co. 
Ltd. 


e 
® 
e 


aml ryan nn Sa 


1936 Bengal Iron Company 
Lid. wee 


1920 ‘The Cawnpore Woollen 
Mills Co. Ltd. 
The Empire Engineer- 
ing Co. Ltd. 
Cooper Allen & Co. 
Ltd. 
The North-West “Tan- 
nerv Co. Ltd. 
‘The New Egerton 
Woollen Mills Co. Ltd. ... 


The Indian Iron & Steel Co. 
Ltd. 


e 
oe 


é 


eee woe ee pees ae 


British India Corporation 
Lid. 


4 


ee@ 


wee oo 





Upto this time we have said nothing regarding the 
match industry which represents the mest obnoxious type of 
international combination, cz... the Swedish Match Company. 
Before the first great war, the Indian market was being sup- 
plied by Japan, Sweden and some other European countries. 
During the war years. Japan became the principal suppligr of 
matches but had to yield positioit to Sweden after the war. 
The Indian factories numbering 2b in 1928) produced about 
12 million gross a year. The Indian tactories received some sti- 
mulus from the imposition of high import duty in W22. but it 


was short-lived in view of the fact that the Swedish match com- 
pany jumped over the-tarill wall) by the — establishment of 
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factories. Thus while Japan was eliminated from the Indian 
market partly as a result of the import duty of 1922 and partly 
because of the amalgamation of some Japanese concerns with 
the Swedish Company, the Indian concerns stood face to face 
with this powertul international combine and the Tariff Board 
knew no method of recommending protection because ‘‘In our 
fiscal law there is no express provision which recognises the 
method of penalising unfair competition except where such 
competition arises from the payment of bounties.” India was 
ill repaid when as a result of rate-war and the most objection- 
able sort of propaganda carried on by the Swedish concern 
against the Indian manufacturers as a class, a large number of 
Indian companies had to close their doors. An idea regarding 
the concern can be had from the following programme for 
bringing the Indian match industry in its grip: (From Adar- 
kar's Indian Fiscal Policy). 

a) The Western Indian Match Conipany (only a differ- 
ent name for the Swedish Company) has been nominally re- 
Hoated as an Indian public limited company with rupee capt- 
tal. The capital is largely Swedish and the control is entirely 
Swedish too, except that the conppany has accepted a couple of 
indian directors on its board. 

‘“() The Swedish Company has strengthened its position 
by expanding its output capacity with great strides. “The com- 
pany had in 1928 only 4 factories in India, but now it owns 
eleven factories in addition to the Indian factories which it 
controls indirectly by holding a large proportion of the capital. 

“aii) Negotiations have been and are being carried on, 
under duress of a ruthless rates war, with Indian factories, with 
a view to control and restrict their activity. 

‘“(iv) The company has controlled the supply of Swedish 
and German match machinery through its subsidiary, viz., the 
Match Manufacturing Supply Company. 

‘“(v) A rates war which was initiated even before the 
Tariff Board Enquiry of 1926-28 has been steadily ruining the 
Indian Factories. The undercutting of prices has been such as 
to leave practically no margin of profit to Indian manufac- 
turers.” ae 

Nothing can be more pitiable than this. Tariff has indeed 


proved the mother of distrust. 
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No less obnoxious to the interest of Indian trade is the 
combination of shipping — serving—rather disserving—Indian 
trade. “The combination in shipping is known as Ring. As a 
result of rate-war, the first shipping ring was formed in 1875, 
consisting of the Peninsular and = Oriental Company, the 
British-India Co., and some other lines of London; George 
Smith and Sons and the City Line of Glasgow; Rathbone Bros. 
and Co, and ‘T. & J. Harrison of Liverpool. The shipping 
Ring has stood not only in the way of development of Indian 
shipping whose share in the oceanic trade is scarcely 2 p.c. but 
it has also hampered our trade. ‘The preponderance of foreign 
shipping even in the coastal trade of India has made the situa- 
tion all the more precarious. As the Fiscal Commission pointed 
out about more than 20 years ago, the great disparities of rates 
between the charges on goods shipped from one Indian port to 
another and those on goods carried between India and foreign 
countries handicap Indian goods in transmission in comparison 
with goods from and to foreign countries. ‘This 1s due to the 
fact that the steamship companies belonging to different coun- 
(rics grant numerous facilitics to the export houses belonging 
to their own country and it is all the more tragic that the 
greater part of Indian foreign trade, as will be seen later, is in 
the hands of non-Indian export houses. 

So far we have studied different industries in order to see 
‘how far they have been affected by combination as a form 
of business organisation and to what extent) combination has 
proved beneficial or otherwise to Indian interest. Now we 
shall consider another form of combination tor which the defl- 
‘nition has been given by the Indian Companies (Amendment) 
Act of 1986, IT mean, holding company. It should not, how- 
ever, be expected that this form of combination is very wide in 
India. Unless.-of course, we regard the managing agency firms 
holding a large proportion of shares in many concerns as hold- 
ing companies, we Cannot say that this form of combination has 
become very important in India as it has become in America. 
However, samples of this type are to be found in some indus- 
(ries. 

The Indian Companies (Amendment) Act of 1936 has 
defined a holding company as follows: If a company’s assets 
consist in whole or in part of shares in another company or 


100 INDIAN BUSINESS , 3 


association so that the amount of shares held by it in that 
other company is, when accounts are made up, more than 50 
p.c. of the issued share capital of the other company, or is such 
amount us would entitle it to have more than 50 p.c. of the 
voting power in the other company, or if it has power to 
appoint the majority of directors of other company, it is known 
as a holding company and the other company is known as a 
subsidiary company. “Vhe shares held by holding company 
may be held directly or through a nominee. A company 
may be a subsidiary company oi another subsidiary company. 

Now let us take some concrete cases of holding company 
arrangement in India. In the ficld of Railway, the Bengal 
Provincial Railway Company Lid. owns all shares of Dasghara- 
Jamalpurgan) Extension. In the same way, all the shares of 
the Darjeeling Himalayan Railway Extensions Co. Ltd., are 
held by the parent concern, the Darjeeling Himalayan Railway 
Co. Ltd. In the coal mining concerns also, holding company 
arrangement is to be found. Thus the Burrakur Coal Co. Ltd. 
became the proprietor of the whole of the shares in Lovabad 
Coke Manufacturing Co. Lid. and also became the principal 
shareholder of the Sijna (Jherriah) Elecurtc Supply Co. Ltd. 
Between December 1088 and August 1940. the Equitable Coal 
Co. Ltd., acquired a large majority of shares of the Aldip Coal 
Co. Ltd., by the exchange of 35735 ordinary shares of Rs. 10/- 
each, at a premiuin of Rs. 15 per share. In cement industrs, 
the Associated Cement Companics Ltd. hold ihe greater part of 
the share of the Patiala Cement Co. Ltd.. the entire share 
capital of the Cement Marketing Co. of India Ltd.. and 40° p.c. 
of the shares of the Burma Cement Co. Ltd. In the last men- 
tioned instance. however, the A. ©. C. cannot be regarded as 
a holding company, since it holds less than 50 p.c. of the shares. 

In the field of distribution, @.e¢., trade proper. we have 
already noted the existence of a central selling organisation in 
sugar and cement industries, the latter resembling — the selling: 
syndicate in some features. Leaving aside those stray cases, 
this aspect is dominated upto this time by individualist: spirit, 
Trade agreements, as already defined, are however, not rare. 
These concerns in India may be divided into four groups. 
They are: — 

(1) Chambers of Comierce. 
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(2) Commercial Associations. 

(3) Planters’ Associations. 

(4) ‘Vrade Associations. 

(1) ‘Phe objects and functions of some of the leading 
ahambers of commerce may be noted. ‘The Bengal Chamber 
wf Commerce is an association of merchants, brokers, shop- 
owners, bankers, insurance companies and others. An import- 
ant branch of its work is the measuring and weighing of most 
of the principal commodities exported from Calcutta. The 
Bengal National Chamber of Gomsnerce was started to aid and 
sumulate the development of commercial and industrial enter- 
prises in Bengal, to protect the interests of all persons trading 
therem and ‘to promote unanimity and uniformity of practice 
wmong the members of the wading community. One of the 
Junctions of the Bombay Chamber of Commerce, performed 
through a Measurement Department, is the measurement of 
exports In the docks prior to loading. “Phe Madras Chamber 
af Commerce was founded in 1836 with a view to watch and 
protect the meterest of trade, to receive and collect information 
on all matters of mercantile interest bearing upon the removal 
of grievances and the promotion of common good, to receive 
references on matters of Custom or usage in doubt or dispute, 
dccaiding cn the same and recording the decision made for 
future reference and so form by that and other means a code of 
practice whereby the transactions by all engaged in it mav be 
simplified and facilitated, “The Mysore Chamber of —Com- 
merce has been recognised by the government as competent to 
issue Certificates of origin. “Phe Buyers’ and Shippers’ Cham- 
ber, Karachi, was started to safeguard and promote common 
commercial interests of the Indian Maritime Traders ino parti- 
cttlar, 

(2) Vhe commercial associations are mainly concerned 
with each particular type of commerce, as the names of the 
associations indicate: Blanket and Shawl ‘Praders — Associa- 
ion, Caloutta: Calcutta Grain, OilSeed and Rice Association; 
Calcutta Hides & Skins Shippers’ Assocation: Indian Engi- 
neering Association, Calcutta: Indian Sugar Mills Asssociation, 
Calcutta, Bombay Millowners’ Association; Bombay — Piece- 
goods Native Merchants’ Association; “Ahmedabad Millowners‘ 
Association, ete. ete. Tt should not, however, be thought that 
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all members belonging to the particular trade have become. 
members of the particular association representing it. In a 
strong well-kint organisation like the Bombay Millowners’ 
Association, most of the cotton mills have become members;. 
for they realise the advantages of group action, in which the 
association has a long record of success. Individual employers 
or trades may have reniuined outside these associations, 
either because they are sufhiciently confident in their own 
ability or because they are very small and negligible and may 
have refused to fall in line with the policy adopted by these 
bodies. Compulsory membership would however do no good: 
but, for specific purposes, e.g., uniformity of — trade practices 
and usages, etc., compulsion may be called for, if, say, the 
association represents a certain proportion of the membership: 
of the trade. In industries like cotton mills, which have cropp- 
ed up not only in different parts of India but also in native 
states, some all-India Association, federating the local associa: 
tions together, may be of immense help in the matter of adop- 
tion of uniform working and trade conditions, particularly in 
native states, where these conditions, owing to the lack of 
adequate labour legislation, are rather lax, 

(3) Planters’ Association: “Phe Indigo Planters’ Associa: 
tion, Bihar, was formed as early as 1801 to facilitate Correspon- 
dence with the government in the interests of planters, to safe: 
guard their interests and to deal with applications for the set- 
tlement of differences. The successful exploitation of synthe. 
lic indigo has driven out many of the planters to some other 
agricultural occupations and hence the name of the association 
was changed into Bihar Planters’ Association, Ltd., in) 190%. 
The United Planters’ Association of Southern India (Incor 
porated), Coonoor, was started with a view to promote and 
protect in all parts of the world the interests of various plant- 
ing authorities carried on in Southern India, the collection and 
dissemination of statistics and information and settlement of 
differences by arbitration. The Indian “Fea Asssociation is 
also one belonging to this category. 

(4) Trades Association.—These are concerned with trade 
proper. Thus in the Calcutta Trades’ Association, member- 
ship is confined to retail traders, whether individual, partner- 
ship or joint stock company. The Calcutta Import Trade 


of 


FORMS OF ORGANISATION 103 


Association was formed to encourage and secure united feeling 
and action amongst importers and generally to promote and 
protect the interests of those engaged in the import trade of 
Calcutta. One of its main objects is the fixation of points of 
customs and adopting of uniform forms of contract. The 
Bombay Traders Association was formed with the object of 
promoting and safeguarding the interests, general or parti- 
cular, of the trading community in Bombay Presidency and 
also of collection and distribution of such information as may 
protect members of the association from loss or damage likelv 
to arise in whatever manner. lt undertakes arbitration when 
called upon to do so, collects debts due to members and acts as 
trustees on their behalf for liquidation, by persons indebted, 
of debts due to them. Vhe Madras ‘Trades Association was 
founded with the object) of promoting the interest of the 
trading community of Madras, of furthering the adoption of a 
more healthy system of trade with reference to credit and 
of obtaining, as far as possibie, accurate information of the 
position and movements of those dealing with or indebted to 
its members. It undertakes arbitration when necessary, col- 
lects debts due to the members and generally acts as trustees 
for the liquidation, by persons indebted, of debts due to them. 
All questions relating to hours of business and the fixing of 
holidays are dealt with by the Association. 


Social Control of Business. 


At a certain stage in its development, social control of 
business remains not a matter of choice but becomes a matter 
of necessity. This is true even) in) countries with — so-called 
laissez fate tradivion, “This, it must be admitted, is due to 
certain diseases of industrialism and commercialism; but the 
diseases are not of the same tvpe for different occupations in 
different countries at different times. They vary according to 
the stages in the development of industrialism and commercial- 
ism. ‘The diseases in the earlier stages are entirely different 
from those in more developed stage, and the remedies, there- 
fore, must, of necessity, be different in character and applica- 
tion. Power has a natural tendency to concentrate; and 
financial power is no exception. But this financial power. 
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leading to combinations and monopolies or coming in their 
wake, though associated .with many economies of financing, 
production and distribution, is not altogether innocent of 
abuses that sometimes affect so many different classes of people 
as investors, labourers, and consumers. Different countries 
have, therefore, devised measures for the prevention of these 
abuses. 

So far as the exploitauion of labour is concerned, that 
consututes a chapter by itself and we shall consider the matter, 
in brief, in connection with our discussion on labour and _ efh- 
ciency in another volume. ‘The case of exploitation of invest- 
ors and consumers is no less important and has attracted — the 
attention, more or less, of those in charge of administration of 
the country. The efficacy of some of these measures may be 
‘questioned, and rightly, and it may be urged that even after 
ten vears after the passing of the Sherman Anti-trust Act in 
U.S. A., the legislation was not successfully enforced. But 
then, partial or total failure in the enforcement of a law should 
not be made a plea for inaction. One thing must, however, be 
noted. The social control cf business in a capitalist world 
where, with the rise of the new industrial and commercial 
class, its hold on the concrete expression of social authority 
has been predominant, the adoption and enforcement of 
measures for the purpose in view have at times been discourag- 
ingly slow, a process all the more intensified in India owing to 
the big gull that separates the interest of the administration 
with those of the rank and file. But whatever that may be, 
here we are not contemplating about a social and political 
structure other than that in’ which we live and move and 
therefore we take everything as given. 

As already pointed out, the intensity of the problem is not 
the same in all countries. Take the case of Britain. In that 
country ull the years following the first world) war, monopoly 
did not become a power in truc sense and even at this period 
there were manv industries, great and small, in which combi- 
nation has hardly made ans headway. In the field of banking, 
the rise of Big Five catised some disturbance and it was appre- 
hended that if the process continues, it will give rise to a bank- 
ing trust, more powerful than the Bank of England. It 1s 
interesting to note that although the invesugating committce 
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gamation, they were never enacted, but at the same time no 
umalgamation has taken place in that field without the 
approval of the ‘Treasury. Where social co-operation of this 
sort exists, social control assumes a secondary role. In certain 
matters, as in coal industry, combination was encouraged, 
while in others, ¢.g., cotton industry, production was restricted. 
Special arrangements were made for the encouragement of 
export of British products and the Empire Marketing Board 
did a lot in this respect. Above all, came the triumph of 
Imperial Preference at Ottawa. ‘Thus, in’ brief, control in 
British industry and) commerce was aimed at their further 
expansion and development. Social control of business im_ the 
Interest Of ConsuIncrs has not assumed much importance in 
Britam. In the ycars following the great war, mention may be 
made of the Food Council formed in 1925 on the  recom- 
mendation of a Roval Commission. But im the absence of 
statutory powers, i was not able to achieve much. 

Soaal control of business has characterised the economic 
history of the U.S.A. Phe drive against monopoly im the 
interest Of consumers started ay carly as 1890. Ino ity legal 
aspect it Was so rigorous that Combination even im export trade 
was rendered legal and this had te be relaxcd with the change 
m situation after the first ereat war. But so far as the internal 
coonomy was concerned, public fecling, even in’ T9T4, was so 
widespread that more rigorous legislation was desirable. Since 
the depression, the socal control of business mm America took 
a different turn and othe aiisis in) banking was followed by 
rigorous banking flegislauons aimicd at safeguarding the imter- 
est Of depositors. 

In India since commercialisn: and industrialism are im 
primary stages. the sock control of business as understood in 
America has not started as vet. Besides. monopoly interests 
are so few that wherever a combination has taken place, it has 
been the result: of self-protecting measure rather than a trust 
protected by tarifl, walls. Where sell-protection is the guiding 
factor in combination--15 we have seen in the case of cement 
industrv--combination is followed by cheapening of products 
and efforts at their popularisanion, Even im the case of other 
industries. like coal industry. need for combination is very 
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great in the interest of economy in working costs and also in 
the greater interest of consumers. In those industries where 
owing to the prevalence of the spirit of individualism,  e.g., 
cotton industry, combination, though necessary, is not yet pos- - 
sible, some measure of common action has become absolutely 
essential in the changed circumstances of to-day. Only in cases 
hike match industry, abuses have taken place and should be 
removed. Thus, far from saying that social control of business 
should include in its programme measures against combina- 
tion, we must say—and it is backed by our analysis of condl- 
tions in combinations in India—that in certain fields at least, 
combination should be encouraged by direct or moral support 
of the government. This necessity to-dav is the greatest in the 
field of banking. : 

Whatever may be said against the policy of the Govern- 
ment of India. no one can say that apparently they have been 
blind to the interest of consumers. All their policies of in- 
action and half-action have been justified on the ground that 
the teeming millions of India need the cheapest goods for then 
subsistence, from whatever sources they may. be available and 
the theories of absolute and comparative costs in international 
trade have been of immense help in their formulation of policy. 
The whole idea behind ‘‘scientilic” protectionism has been the 
interest of the millions of agriculturists in India, anv. sacrifice 
on whose part for the industrial development of the country 
has been deemed too much. Industry and trade have suflered, 
no doubt; but the agriculturist has got cheap goods. ‘To-day, 
under the stress of war and post-war conditions, the consumer 
feels that he has been cared for too much and the policy of the 
Government in matters of industry and trade and their 
negligence of the distinction between the short-run and long- 
run interests of consumers have cost the consumers imnumer- 
able sufferings and privations. “Phe Smithian School of 
Economists in India who had sung in pratse of discriminating 
protection and laissez faire may feel a bit perplexed; but the 
man in the street asks: Is it social control of business? 

Social control of business in India has taken another form; 
viz., control in the interest of shareholders. We have already 
seen how disabilities have been imposed on the managing 
agents and how’ the rights of the shareholders have been. 
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strengthened. But we know that sharcholders are sleeping 
partners; so in their interest audit of the company’s accounts 
is compulsory in every country including India. As agents of 
shareholders, the auditors have power, il they are dissatisfied 
with the information or explanation given by directors, or if 
they find that the balance sheet does not represent the true 
position of the company, to repert the matter to the members 
and to qualify their report on the balance sheet. Vhe law has 
also made some provision in the interest of the would-be 
investors. It is well-known that the prospectus is the invita- 
tion to the public to subscribe co the shares. In order that 
the innocent public may not be duped, the law has clearly men- 
uoned the details which should be revealed in the prospectus, 
a copy of which must be furnished to the Registrar before it is 
issucd. So tar as the declaration of dividend is concerned, 
certain restricuions have been imposcd by law, e.g., it will not 
exceed the amount recommended by the board of directors 
and it will not be paid out of capital; but in matters of capital 
structure of companies other than banking companies, there 
are certain weaknesses, ¢.g., too wide a gap between authorised 
capital and paid-up capital, the ignorant public being duped by 
the former, which need handling in the interest of shareholders. 

In the case of banking conipanies, the provisions are more 
far-reaching. Thus managing agency system has been abolished 
in their case, except when the managing agent itself is a bank- 
ing company, but even then the banking company cannot be 
entitled to any remuneration, commission or share in profits. 
In order to save the shareholders from being duped by a big 
authorised capital it has been provided in an amendment to the 
Indian Companies Act. passed in 1944, that the subscribed 
capital of the company will not be less than half the authorised 
capital and the paid-up capital will not be less than half the 
subscribed capital. In order that a banking company may not 
be burdened by borrowed money, the amendment also provides 
that the capital of the company must consist of ordinary shares 
only, or ordinary shares and such preference shares as mav have 
been issued before the commencement of the Amendment Aci 
of 1944. 

But more important is the interest of investors in the case 
of banking companies. In their interest also there are certain 
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provisions in the company law with a view to ensure stability, 
Section 277 of the Companies Act requires every banking com- 
pany to create a reserve fund by transferring to the said fund 
out of the profits of every year and betore any dividend is 
declared a sum equivalent to not less than 20 p.c. of its profits, 
anul the amount of the said fund is equal to the paid-up capt- 
tal of the Company. The said amount shall be invested in part. 
Govt. Securities or in Securities referred to in Section 20 of the 
Indian ‘Trust Act of 1882, or keep it deposited in a special 
account to be opened in’ a scheduled bank. Every banking 
company shall also maintain by way of cash reserve in cash, a 
sum equivalent to at least I$ p.c. of its time liabilities and 
9 p.c. Of its demand labilities. “The Amendment Act of 1944 
provides that notwithstanding anything contained in Sec- 
tion 103, no banking company shall commence business unless 
shares have been allotted to an) amount sufficient to yield a 
sum of at least Rs. 50,000/- as working capital and unless a 
declaration verified by an afhdavit signed by directors and the 
manager to that effect has been filed with the Registrar. All 
these provisions safeguarding the interest of shareholders and 
depositors form part of the Companies Act. “Phe need for a 
separate banking law was felt long ago and was stressed before 
the Central Banking Enquiry Committee. Wis gratifying to 
note that already a Banking Bill is under consideration which 
when passed, would be, it nay be expected, more far-reaching 
in character) from the standpoint of — sharcholders — and 
depositors. 

As in the case of banking, s0 i the field of insurance, a 
ereater degree of control has penetrated, the only difference 
being that insurance business ts governed bv a separate Act. 
To prevent the formation and erowth of insurance business by 
mushroom companies, the Insurance Act of 1938 provides ‘for 
registration of all companies and a substantial initial deposit 
of Rs. 50,000/- in securities to be raised to a total of 
Rs. 2,00,000/- within a stated period. “Phe investment of funds 
has been restricted and provision has been made for investment 
of not less than 55 p.c. of the jife fund and the lability for 
matured claims, less any deposits made to the superintendent 
under the Act and loans granted on policies maturing in India 
and within their surrender values, in the following = manner: 
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25 p.c. in Government Securities and a further sum equal to 
not less than 30 p.c. of the said sum in Government or approv- 
ed securities, or securities of, or guaranteed as to principal and 
interest by, the Government of the U. K. 

Combination is associated with two other problems for 
which, also, social control of business becomes necessary. 
These problems arc, first, the distribution of productive 
resources and, second, uneven distribution of wealth. In the 
present stage of industrial and commercial development, none 
of these problems have assumed any mentionable significance. 
In advanced countries social control in the shape of planning 
or ‘‘comprehensive socialisation of investment” is essential for 
1ealising the maximum possible utility by reducing wastes to a 
minimum. In our country, of course, we cannot say that there 
is no mal-exploitation, rather than maldistribution, of produc- 
tive resources, owing to the prevalence of foreign capitalism in 
most lines. But yet, in the infant stage that we are, our plan- 
ning should be in the nature of proper utilisation of available 
and potential resources for the maximum possible benefit of the 
children of the soil. As regards the second problem, it must be 
said that it is neither peculiar to combination or monopoly nor 
to a particular country but to the present system. But since 
we have accepted the present system as it is for our purpose. 
ways and means must be devised for reducing this evil of un- 
even distribution of wealth. Bui then there is need for caution 
and what is sauce tor the gander must not be regarded as sauce 
for the goose in these matters. Taxation as a remedy is weil- 
suited, but where industrialism and commercialism are in 
infant stage, too heavy a rate of tax may break the camel's 
back. Some economists have gone so far as to suggest the 
abolition of corporation tax and modification of undistributed 
profits tax in India. While total abolition of the tax may give 
unnecessary inducement to declare fat dividends, a better step 
would be if an alternative provision is incorporated which may 
stimulate institutional saving. te be invested in the furthes 
expansion of the industry and_ trade. 


CHAPTER V. 


FORMS OF ORGANISATION (Contd.) 


Rise of Co-operation. 


_ The rise of co-operation as a form of business organisation 
marks a definite reaction against the present system. The evils 
of present-day industrialism induced the great minds to think 
over their solution. Of these, the revolutionary ones contem- 
plated the overthrow of the present order of things. How far 
they were correct is a matter outside the scope of present dis- 
cussion. We are concerned here with another group—and a 
less revolutionary one—-which sought to remedy the evils 
within the existing structure. Experience has, however, shown 
that this type of business organisation has a very limited field 
for its operation and outside that field it hardly offers any 
remedy against these evils. 

The word ‘‘co-operation” may be used in a loose and also 
in a restricted and proper sense. Loosely speaking, it includes 
any type of co-operation and cannot therefore exclude combi- 
nations that we have discussed in the previous chapter from: its 
scope. Thus understood, it cnurely loses tts signficance. Not 
only that; as a form of business organisation, some — co-opera 
tive associations will hardly be found to differ from some forms 
of combination. But then if we forget the distinction, we will 
be going against the very purpose for which co-operation was 
thought over. In case of such a resemblance, the distinction 1s 
to be discovered not in its express organisation but in the 
spirit underlying it and it) is this) spirit’ that distin- 
guishes co-operative organisation from any other tvpe found 
so far. 

The literature on co-operation is so exhaustive and the 
definitions given are so many that one finds himself perplexed. 
The reason is that the organisation has assumed different forms 
in different occupations and in different countries, with the 
result that each writer in formulating the concept is influenced 
‘by the peculiar circumstances around him. Some writers have 
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sought to consider all the definitions available, both in theore- 
tical formulation and statutory enactments, and then have tried 
to find out a definition by taking the common elements in 
them; but this process of averaging is no better. In arriving 
at the restricted and proper definition of the word, a negative 
approach is more fruitful and scientific. What, then, are the 
evils of industrialism that have led to the rise of co-operation? 
Broadly speaking, they are twofuld—in the field of production 
and in that of distribution; and the worst sufferers are the 
Jabourers, both as actual producers and as consumers. Co- 
operation is therefore a sort of joint enterprise by the workers 
both in the field of production and distribution with e view 
to reduce to the minimum the evils of the existing system of 
production and eliminating middlemen and their profits in 
the field of distribution, each member sharing in the profits, 
earned at a nominal rate, in proportion to his contribution to 
production and to the use that he makes of the association in 
distribution. Some writers have emphasized ‘‘poverty” - and 
others weakness as the main reason for the rise of co-operation; 
no doubt, they are parually correct. But the main reason is 
the feeling of injustice and reaction resulting therefrom. Con- 
sider the matter calmly. What is co-operation for? Undoubt- 
edly, it is for remedying the evils of existing system—a halfwav 
house, 50 to speak, between capitalisuc exploitation and _ social- 
istic utopia. If therefore the labourers are to take over the 
existing system of production and distribution in their hands, 
they must have sufhcient capital not only for imitial financing 
but for continued working as well. And it is well-known that 
modern productive and distributive machineries require enor: 
mous capital. If co-operation is an organisation of the ‘‘weak”’ 
and of the poor, it is something enurely different from that 
envisaged in the above lines. Co-operation is no less distorted 
than socialism in the hands of capitalist writers. 

It is discouraging however that co-operation as a form of 
business organisation has attained a very negligible success in 
the field of distribution and almost no success in the field of 
production. The only field where it has attained a certain 
degree of success is co-operative store. Otherwise, it has remain- 
ed a weak men’s and poverty-stricken men’s association. This 
no doubt is a ‘‘mighty fall”; but one thing 1s clear, vez., that 
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co-operation is no panacea for the evils of modern industrial- 
ism and commercialism. 

In India, the co-operative movement was introduced not 
for remedying aforesaid evils but as a solution of the poormen’s 
problem. ‘This is all the more evident from two facts, viz., that 
co-operation in India was not the result of spontaneous growth. 
but an official imposition and that the first) enactment on 
co-operative societies in India, the Act of 1904, was based on 
the English Friendly Societies’ Act of 1896. In view of this, the 
success attained is all the more limited. We shall discuss the 
nature and extent of Co-operative Societies in India in connec- 
tion with our discussion on retail trade. In this chapter, we 
shall simply concentrate our attention on the organisation of 
a co-operative society in this country. 


Co-operation as a form of Business Organisation. 


We have already remarked, as a form of business organt 
sation, co-operation has not attained anything remarkable, 
unattained by any other type of business organisation. Even 
in a country like England, where the the store movement has 
made great progress, it is only a form of retailing—one among 
many. The legal position ol co-operation is a story of contt- 
nuous cvolution. Under the Friendly Societies’ Act (1795). 
only friendly societies formed for thrift and providence by 
working classes for pooling their small resources for friendly 
relief and mutual benefit were registered. Societies formed for 
trading purposes, like stores or producers societies could not 
be registered under the Act. In 1846 a slight advance was 
made when a clause was added to the Act which provided “for 
the frugal investment of the savings of the members for better 
enabling them to purchase food, ctc. But still a sertous handi- 
cap remained in so far as the activities of these societies were 
restricted to members) only. ‘The Industrial and Provident 
Societies’ Act of 1852 authorised the formation of co-operative 
societies and gave all the advantages obtainable under the 
Friendly Societies’ Act. The Ai:nending act of 1855 enabled 
the societies to hire or purchase land and in 1862 a new act was 
passed by which limited liability was allowed to co-operators; 
trade could henceforth: be carried on, except banking and 
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mining. Henceforth the profit could be applied for any pur- 
pose permitted by law. a member could invest in a society 
upto £200, and for the first time, the certificate of registration 
constituted the society a body corporate and the shares of one 
registered society could be purchased by another -registered 
society to the maximum limit of £200. The Act of 1867 
removed this last limitation and brought the working of 
imines and quarries within’ the authorised purposes of the 
suciety. By an amendment of 1871 the societies were allowed 
fo erect cottages and other buildings, to buy and sell them and 
to advance money on mortgage and other securities. By the 
Act of 1876 the societies were allowed to undertake banking 
business. “The whole law was consolidated by the Industrial 
& Provident Societies’ Act of 1893. 

Prior to 1904, there was no special law in India governing 
co-operative societies. These societies, could be formed under 
the Indian Companies Act but could not enjoy any — special - 
privileges; they were on the same legal status and had to sub- 
mut, if registered, to the same restrictions as any other concern 
registered under the Act. If they were not registered, thev 
could not enjoy the rights given by law to a registered com- 
pany, nor could they expand in size without registration, for, 
under the Act, any association carrving on banking business 
with more than ten petsons as members was regarded as 
“illegal” association. Like a joint stock company, a co-opera- 
tive society is also an association of persons; but in so far as 
the object of these two types of associations is not the same, one 
being profit-earning and the other for mutual benefit. the 
control of both the associations in the same manner stands in 
the way of the encouragement of the latter tvpe. The situa- 
tion improved with the passing of the Co-Gperative Societies 
Acts of 1904 which recognised only the credit aspect and of 
{912 extending the provisions to the non-credit: societies form. 
ed on co-operative basis, thereby laving down “the funda- 
mental conditicns which must be observed” and. giving ‘‘such 
societies a corporate existence without resort to the elaborate 
provisions of the Companies’ Act.” | 

In the case of a joint stock company. the object of its 
formation is to be clearly mentioned by the company under the 
“Object Clause” in) the Memorandum of Associations. The 
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company cannot go beyond the objects thus mentioned in its 
working, without a change in the clause through special proce- 
dure prescribed therefor. It is therefore not rare ‘to find con- 
cerns having a wide range of business as objective, though 
actually they take to one or a few of them at the outset. In 
some countries like America, there is already a liberalising 
tendency as a result of which, in the words of Cook (quoted by 
Hoagland: Corporation Finance.), ‘‘Public policy does not 
require business corporations to confine themselves strictly 
within the limits of the words ol their charters.” In India 
although this liberalising tendency is not visible, yet the 
practice of including a wide range of objectives in the Memo- 
randum is not rare. In the case of a co-operative society, the 
intended objects are included in the bye-law. Here also in 
order to avoid the necessity of altering the bye-law or of 
establishing a new society for a different object, the practice 
in some countries is to have a wide range of objectives in the 
bye-law, though most of them are not availed of at the outset. 
So far as the Indian Law of 1912 is concerned, there is no res- 
tricuon on any combination of objects for the furtherance of 
the economic interests of the members. Thus although the 
law is quite extensive. situational restrictions have stood in 
the way of its) expansion and whatever success has been 
achieved, has been achieved mainly in the field of credit—and 
there too, the Bombay Banking Enquiry Comittee reported 
that the share of the co-operative societies in financing agricul- 
ture ‘is considerably smaller than that of the sowcar and the 
quasi-sowcar’, and the .Jssam Banking Enquiry Committee 
reported that ‘‘so far as we can see the exploitation of culu- 
vators by the village mahajans...by village money-lenders... 
ex-tea-garden coolies and others is on the increase.” 





A casual observer of the co-operative movement in India 
will realise that the Registrar of the co-operative societies is 
the very foundation of the movement. Apparently, he has 
been vested with a very wide range of powers, nay, duties, 
much wider than that entrusted to the Registrar of joint stock 
companies. Whether this official domination has been a 
success is a much disputed question among the writers, 
although from the results achieved, the verdict leaves no scope 
for hesitation about the conclusion. Jn the literature on co- 
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operation, onc group is urging that ‘the popular imovement 
should be handed back to the people’ and that ‘“‘state con- 
trolled co-operation...will hardly offer a permanent solution 
towards Our endeavour to build up a vigorous and self-reliant 
movement,” while the other group, while admitting the neces- 
sity Of de-officialisation, points out that the time for the same 
is not yet ripe because “‘co-operation...is not spreading by its 
own momentum.” “The Government offcials pomt out that 
“the control of the movement by official Registrars has been a 
success, and has not in any way tended to paralyse progress.” 
We have already hinted the results achieved so far after forty 
years Of fostering care and this madcequacy is mainly due to the 
fact that since the Government is there, the co-operators liave 
never taken the matter seriously and considered the — society 
as anvining different fiom any other Government agency. 
Whatever that may be, some of the provincial legislauiion has, 
mstead of reducing offigaal control, passed further measures to 
strengthen atoand in this respect no part of India has been so 
progressive as) Bengal which has ‘‘enacted a comprehensive 
piece of Icgislation for co-operative socictes, the general effect 
of which is to strengthen the control of the Registrar as well 
as the financing bank over the co-operative societies—ol the 
financing bank through power to direct amendment of the 
by-laws and of the Registrar through power to dissolve and 
reconstitute the managing committee as well as iw depute an 
ofhaial or other person to manage the aflairs of the society.” 
Noo more comprehensive officiahsaticn has ever been devised 
than this. Indeed. ‘‘India has been saved many failures and 
many vears’ delay by the present system” (Calvert); but it has 
not paved the way of progress. If stagnation is the goal, that 
has been partially achieved. 

There are certain. conditions which must be | satished 
‘before a society may be registered. Unless the Local Govern- 
ment otherwise directs, a society which has as its object the 
promotion of the cconomic interest of its members in 
accordance with co-operative principles, or a society — estab- 
lished with the object of facilitaung the operations of such a 
society, may be registered under the Act with or without 
limited liability. No society, other than a society of which a 
member is a registered society, shall be registered under this 
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Act which does not consist of at least ten persons above the 
age of cighteen years and where the object of the society is the 
creation of funds to be lent to its members. 

The main obligation of registration is the keeping of 
proper books and the presentment annually of a correct 
balance-sheet to the Registrar. The audit of the accounts of 
a registered society is compulsory once at least in every year. 
While audit is good and essential in the interest of members, 
the performance of the same function by the persons who are 
controlling the whole movement is nothing but a mockery of 
the whole show. The situation at present, in the words of the 
Review published by the Reserve Bank for the year 1930-40, 
is as follows: The systems of audit differ to a certain extent 
in different provinces. In Bombay, Sind, Bihar, Orissa, the 
United Provinces and Assam, the audit is conducted — exctlu- 
sively by the staff engaged by the Co-operative Departinent. 
Though some banks are audited by registered accountants as 
well, such audit) ts not recognised as a substitute for the 
Departmental audit. In Madras, Bengal, and the North-West 
Frontier Province, too, the audit’ is done” by the staff of the 
Co-operative Department, but the Registrars permit audit ol 
some instituuions by registered accountants as a substitute for 
audit by the Department. In the C. P. and Berar, audit of 
large societies is done by circle auditors who are employees of 
the Co-operative Department, while audit of small societies is 
ordinarily done by society auditors working under the control 
of the Registrar and paid out of the Registrar's Audit) Fund. 
Apparently the auditors are the creatures of the Registrars 
depending upon the latter’s favour: and where audit is 
carried out by the departmental staff, the work as all the more 
smooth. In this respect, of course. the law, which requires 
that *“The Registrar shall audit or cause to be audited by 
some person authorised by him.” is defective: but the prac- 
tice also has not been able to get rid from this defect. 

Registration, however, offers certain privileges on the 
society. A registered society acquires a legal personality by 
the name undcr which it is registered, with perpetual succes- 
sion and a common seal and with power to hold property, to 
enter into contracts, to institute and defend suits and other 
legal proceedings and to do all things necessary for the pur- 
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poses of its constitution. It enjoys a prior claim, subject to 
the claim of Government in respect of Jand-revenue or any 
money recoverable as land-revenue or of a landlord in respect 
of rent or any money recoverable as rent, upon the crops or 
other agricultural produce or any thing like cattle, fodder, 
implements and machinery, etc., supplied by it, over any other 
creditors. In certain other respects also, a registered society 
enjoys privilege, ¢.g., shares or interest of a member, in the 
capital of a registered society shall not be liable to attach- 
ment or sale, transfer of interest on the death of a member 
without any legal formality, exemption from compulsory 
registrauion of instruments relating to shares and debentures 
of a registered society, etc. In matters of taxation also it may 
enjoy certain privileges if granted by the Governor-General 
in} Council. 

As regards the property and funds of a registered society, 
there are certain) prohibitions and safeguards. The law 
imposes certain restricuons on loans and borrowings — from 
non-members, and other transactions with them, as also on 
the security offered against loans. The investment of funds 
by a registered society should be made in the Government 
Savings Bank or in any of the securities specified in Secion 20 
of the Indian Trusts Act. 1882, o1 in the shares or on the 
security of any other registered society, or with any bank or 
person carrying on the business of banking approved for this 
purpose by the Registrar or ins any other mode permitted by 
the rules. Vhis is not all. In order to sateguard the capital 
structure of co-operative conceriis, special provision has been 
made in the law. “Thus no part of the funds of a registered 
society shall be divided by way of bonus or dividend or other- 
wise among its members. As regards net prefits, at least: one- 
fourth of them in any year must be carried to a reserve fund 
but of the remainder or of any profits of past years available 
for distribution, payments may be made among the members 
to such cxtent and under such condiuons as may be — pres- 
<ribed by the rules or bye-laws. In the case of societies with 
unlimited liability, no distribution of — profits can be made 
without the gencral or special order of Local Government. 
The provisions are sound enough, but the provision regard- 
ing the investment of funds, though sound, seems rather in- 
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appropriate. If the object of co-operative movement is to 
supply cheap credit to members, the above-mentioned provi- 
sion requiring the.investment of funds in Government, semi- 
government or approved securities would frustrate the very 
purpose for which the movement was started. Only in so tar 
as investment is permitied ‘in any other mode permitted by 
the rules”, the members may come in as recipients. But even 
in this matter the working of the provisions of the law have 
not proved much successful. If a thing is to be judged by the 
results achieved. then it may be mentioned that ‘At the end 
of 1939-40 the societies had loans of Rs. 23-14 crores out- 
standing of which loans for Rs. 10-71 crores or nearly one-half 
were overdue. The real position would appear to be much 
worse in view of the common practice in several provinces of 
granting extensions and the unsatistactory and varying 
systems of calculating overdues. Moreover, no accurate figures 
of overdue interest are available though its amount would 
appear to be considerable.” A study of the working capital of 
the concern also reveals the weakness of co-operative move- 
ment in this country. Tt is peculiar, ay is visible in the follow- 
ing table. that the weakness in working capital position is in 
inverse relation to the intensity of official control. Bengal 
having the maximum control but low average of working capi- 
tal, while in Bombay where ‘probably the movement — for 
deofficialisation has made the greatest progress.” and ‘where 
the Registrar is reported more amenable to the suggestions of 
the Provincial Institute than in most parts of the country,” the 
average-working-capilal position per unit is the best. 

Number of societies, total working capital and average 
working capital per unit of societics (including societies int 
liquidation) at the end of 1938 59: 
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(Figures 2 and 3 taken from Keview of the Co-operative 
Movement in India, \939-40, R. B. of India Publication.) 


] Z 3 4 

Provinces. Number of ‘“Votal working Average working 

SOCIELICS. Capital. capital per unit. 

(Rs. lakhs.) (approximate.) 
Assuain 1.551 8S 5,073 
Bengal 30,707 2.021 6,581 
Bihar 7,762 4.65 5,990 
Bombay 5,126 1,027 31,7410 
C. P. & Berar 4,764 HAS 11,397 
Madras 13,759 2,271 16,825 
N.-W. F. P. 822 27 2,284 
Orissa 2.704 152 4,881 
+ Punjab Zig ee 1.714 7 OAT 
Sind 1.397 $28 23,478 
Ly, “Pe 10,858 $2 | 2,956 


Various provisions have been added to the acts to prevent 

capitalist interests from prevailing. In English law the share- 
holding of a member is limitcd to £200; and in the Indian Act 
it is limited to Rs. 1,000.) Tn ithe language of Indian Law, 
where the liability of the members of a societv is limited bv 
shares, no member other than a registered society shall hold 
more than such portion of the share capital of the society. 
subject to a maximum of one-fifth, as may be prescribed by the 
rules: or have or claim any interest in the shares of the society 
exceeding one-thousand rupees. Unlike the shares of the joint 
stock company, the shares of co-operative society are not trans- 
ferable to non-members, except in England. All co-operative 
societies make the value of their shares as small as possible to 
_. bring them within the reach of the poor, though there is no 
express provision to that effect in the Act. In the case of com- 
pany shares also, a similar development may be seen with a 
view to popularise the shares among investors of limited means. 
But, although the shares of a co-operative society are not trans- 
ferable, the members may withdraw their money by giving 
proper notice. | 
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The relations between the members and the society are 
personal and non-capitalistic. In this matter, there is slight 
resemblance with partnership in so’ far as the relation between 
members is personal, though, of course, in the object of busi- 
ness, there is a lot of difference between the two. The societies 
are free through thei: committecs to refuse admission to any 
individual they may deem improper without assigning any 
reason for thai and in their bve-rules they place restrictions on 
the classes of persons who may join or the place from which 
members may be taken. There is a minimum number of 
members which must be there before a society begins 
functioning, in India, the number being 10. 

The members of a co-operative society enjoy certain 
rights and = have liabilities. ‘Thus members are — prohi- 
bited from cxercising their rights till due payment 
is made, and membership acquired. Each member 
enjoys the right to vote. Thus where the liability of 
the members of a registered society is not limited by shares, 
each member shall, notwithstanding the amount of his interest 
in the capital, have one vote only as a member in the affairs of 
the society. Where the hability is however limited, each mem- 
ber shall have as many votes as may be prescribed by the by- 
laws. One of the most effective weapons of co-operative con- 
trol on the continent of Europe is an obligation upon mem- 
bers, enforced by the imposition of a fine, to conduct all or a 
given percentage of their custom exclusively through — the 
society for a given number of years. In England, also, in the 
model rules of British stores, there is a clause to the effect that 
any gencral meeting may fix an amount which every member 
shall be required to purchase trom the store and if he fails to 
do so, he shall be returned his money and _ shall cease from 
membership. In South Africa the law lays down that if in any 
area 75 p.c. of the producers of an agricultural commodity are 
co-operatively organised and handle 75 p.c. of the product, the 
minister may, on the request of that co-operative organisation, 
prescribe that all producers within that area shall sell their 
product through the co-operative society. Besides, the law in 
most countries provide penalties for disobedience or negligence 
of certain precautionary measures. They are absent in the 
Indian law because it was felt that they are pre-mature. Provi- 
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sion for penalties is however made in a modified form in the 
Bombay Act of 1925. 

In recent years it has been very inuch emphasized that the 
organisation of a co-operative society should be made all- 
comprehensive so as to include as many aspects of the mem- 
bers’ economic life as possible within its scope. Upto this time, 
«co-operation has remained a credit supplying agency and that, 
too, supplying only a microscopic proportion of the total need 
of agricultural finance. For a more successful development of 
the organisation, multi purpose societies have received support 
from many quarters in {India and experimented upon in some 
foreign countries. While not decrying the need for a more 
comprehensive organisation, we must say that the picture en- 
visaged by the Reserve Bank of India in this matter is too ambi- 
tious. “The picture envisaged is as follows: ‘Starting with 
-credit for current needs, a society may get the cld debts of its 
good members jiquidated through a land mortgage bank. in- 
troduce better business and better monetary return by 
inducing its members to sell their produce —co-operatively, 
ensure their growing the improved varieties of crop by purchas- 
img seeds for them, save on purchases by arranging for the pur- 
‘Chase of their other needs jointly and at profitable rates on 
an indent system without incurring any risk or lability, save 
litigation expenses by effecting arbitration, improve the out- 
turn of crop by consolidation of holdings, supply of pure 
seeds and improved implements, implement the income — of 
its members by inducing them to take up subsidiary —indus- 
‘tries, introduce better living measures by adopting bye-laws bv 
cominon consent which will curtail ceremonial expenditure 
cand remove insanitary habits, provide medical relief and_ so 
on.” A nice picture indeed. But the problems are threefold. 
In the first place. too much insistence on official control stands 
in the way of multi-purpose organisation; for, the — villagers 
brought up in an atnosphere different from that prevailing in 
the officialdom would be the last persons to submit their lives 
to the fullest) possible control. Secondly, the organisation 
scarcely contains right type of men imbued with co-operative 
spirit. “This has often been misrepresented as the scarcity of 
‘proper men. For, the personnel of the co-operative organisa- 
tion depends in the matters of selection and continuance = on 
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the goodwill of the boss and therefore proper men who cam 
really serve the country and have real interest of their country- 
men at heart can scarcely come in. And finally, to expect good 
co-operative organisation with rotten agriculture and backward 
mdustry and commerce is to expect too much. The real experi- 
ment with co-operation as a form of business organisation can 
only follow, and not precede, the development of the economy 
of a country, for, as alretdy indicated, co-operative organisation 
is a wa media, between capitalism and socialism, mtended to 
remedy the evils of exissing structure without bringing its total 
collapse. 


Supphlementa ry Note: 


The Congress Government in) Madras has introduced a 
new scheme of co-operanion Whose aim ‘is to create at socio- 
economic fabric based on the cooperative principle ino as high 
a degrec as possible so as to enable the society to have its pro- 
duction and distribution of its essential needs planned and 
worked out in the interests of the people and thus eliminate o1 
minimise the chances of private profiteering, hoarding, black- 
marketing and corruption.” Some features of the scheme arc 
as follows: A producers’ co-operative society is to be formed 
for a contiguous group cf villages for procuring the | surplus 
grains avatlable and distribute them among the villages in the 
area. Tt there is a surplus, it wd be utilised for other areas, 
and deficit is to be covered by imports, not through wholesalers 
but through Government agency — [ts membership is to consist 
of all produccrs and consumers who apree to take shares. The 
capital will be raised by the issue of shares of the value of 
Rs. 5/- and Rs. 25/- in Malabar and Rs. 25/- in the Circars 
Districts, an upper limit of Rs. 2,500/- worth of shares being 
fixed for any holder. “The capital is to be fixed by taking into 
account the aggregate purchase value of foodgrains and 
would roughly be 1/10th of this value as the Central Co-opera- 
tive Bank can advance upto ten times the basic capital of the 
society. (Fastern Economist, January, 24, 1947.) 


PART II 


ASPECTS OF ORGANISATION (Contd. 


CHAPTER VI 


ORGANISATION OF HOME TRADE 


The principal agencies in home trade of any country may 
broadly be classified. into two—distributors of foreign ,oods 
and distributors of home-produced goods. These, in their turn, 
are sub-divided into different branches according to the .naturc 
and extent of the trade, the object in each case being the earn- 
ing of maximuin profit. It is the purpose of the present 


chapter to consider these organisations, as far as possible, under 
Indian conditions. 


Distributors of foreign goods. 


The justification for this type of trade arises from the justi- 
fication of import trade. Goods are imporied in a country for 
certain reasons. The traditional arguments of absolute and 
comparative cost advantages are too well-known to need recap- 
tulation. Another type of import consists of raw materials 
from the colonies by the mother country for feeding up of the 
manufacturing industry at home. With the gradual develop. 
ment of political consciousness of the colonies and their indus- 
trial development, a large portion of these raw materials are 
consumed by the colonial manufacture and theretore a drive 
started towards the less devcloped regions and further scramble 
for colonies. In recent vears the import trade is subjected to a 
variety of restrictions, either to preserve home market for owa 
products or to accumulate foreign resources for the purpose o! 
their better utilisation in the purchase of materials and neces- 
sary products which are not produced at home, or to develop 
an autarchic mitional economy thereby reducing its depend- 
ence on foreign countries in umes of war. India’s case is pecu- 
liar and falls under none of the above categories. 

A study of the history of India’s foreign trade shows that 
India had been a manulacturing country with ‘*Karkhanas,” 
even towards the close of the Mughal regime and Indian manu. 
factured article was sent to the world market. Phen came the 
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turmoil, the breaking up of empnes and kingdoms, the onrush 
ol Western power, and out of this, India emeiged as an agri- 
cultural counthy—iather “ieduced trom the state of a manu- 
facturing to that of an agricultural country’ But that as his 
tory and the verdict on the new adimimuistiation m= India has 
been given by the gteat histonan, Wilson But the fact 
remains that even to this day India has 1omaimned a country 
importing mManulactures, a process which started with the 11e 
of the Company's Rule wm India = The irguments of compara- 
uve and absolute costs ate ol no use, for, India having a great 
supply of matcials for midustualism cannot but have absolute 
cost advantage over many other countues where most com- 
modities ave mmported Phe fact as that India imports not 
because she cannot produce ner because she has no advantage 
in production, but because of certain factors too well Known 
Indias iw an cconomy where the home matket cannot be ade 
quately protected because that would imflict so called suffering 
on consumes and even when protected, the tariff wall can be 
jumped over by any forcign concern which then becomes as 
good as a ‘national comer working sgainst the national 
interest! Indias is an cconomy where there 1s no arrangement 
for the accumulation and proper utilisation of foreign 
resources, ass evidcneca by then frustration durmeg the first 
creat War, then blocking during the last one, the conver 
sion Of dollar icsources into starline ones and the creation of 
timpire Dollar Pool, whitcver the necd and justification for 
imports for India, wo consider below the organisation — of the 
machinery in one or tuc cases, Which will be sufficient for our 
plesent purpose 

Goods may be mnported into India either by the agents ot 
the foreign producers working m this country or by the sclling 
organisation Of some forcign producers direct or by the Indent 
Firms working for mand distiibutors Let us take the case of 
miported piecegoods The tollowing description of the organi- 
sdtion is given by the Bombay Provincial Banking Enquiry 
Committee. It 1s to be noted that only a few meichants have 
direct connections with the manufacturers or shippers abroad. 
The majority of them buy through the mpoiting fins. Some 
of these imporing firms get accommodahon from exchange 
banks, who on some occasions take deposit: before accommoda- 
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tion is granted. The usuai form of credit is the documentary 
-credit which is an authorisation by the importer to a bank to 
make advances to the exporters on presentation to the bank of 
the bills of exchange aud complete shipping documents. ‘The 
shipping documents along with the bills go to the banks and 
they hold the goods until they are delivered to the consignee 
or his agent. The banks used to allow pieccineal delivery free 
but they have practically stopped the practice. If the consignee 
needs funds for taking delivery of goods, he 1s given a loan 
against the security of the goods up to 12 months or even for a 
longer period. Piecemeal clearance of goods is however 
allowed in cases in which the nnporting houses, finance the 
merchants. Goods are usually stored in port trust: warehouse 
and delivery order is given by the importing firms. 

When the goods are imported direct, they are generally 
handied on landing at the port by agents of the buyers. Where 
mnporting firms are intermediaries, they work through — their 
agencies in Bombay and upcouniry. “Vhe commodities then 
pass from the banks through whom credits are opened or from 
the importing houses to wholesale dealers in Bombay and other 
Important cenires of business; the wholesale merchants in turn 
sell the goods to Jocal cr motussil retail merchants, the tran- 
saction taking place in most cases through the agency of a com- 
Mussion agent. “Phe commission agent is responsible tor the 
pavinent. Often a period of three days is allowed tor payment: 
IN some cases a Week is allowed; after one week interest begins. 
From the mofussil merchant, the goods pass on to the village 
trader and thus reach the remotest corner of the country. The 
machinery of inland distribution of foreign goods thus differs 
from that of the internal trade. first, because in the former 
case, banks play a very important role which m case of inland 
trade is played mainly by indigenous bankers or commission 
agents working as financiers and second, bonded warehouses 
are utilised which are non-existence in internal trade. 

In Calcutta also the distribution of foreign imported 
goods takes place exclusively through wholesale merchants of 
the port. These wholesale merchants are sometimes themselves 
importers but more often they buy from importing — houses. 
The goods lie in their own godowns or in the godowns of the 
‘banks or of the Bengal Bonded Warehouses and sometimes 
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also in the Port Commissioners’ warehouses. Some of the: 
wholesale merchants of Calcutta have branch establishments 
in important mofussil centres where they send goods according, 
to the requirements of the particular centre; but generally. 
mofussil buyers come to Calcutta for making their purchases 
from wholesale merchants. Alter one or two transactions on 
cash basis, credit is allowed to these mofussil merchants, the 
extent of which depends on the financial position of the 
buyer, while the duration is different in diflerent trades. “The 
wholesale merchants naturally include in the price the interest 
for the period of credit. Smaller motussil merchants generally 
prefer to trade with their own resources. So far as the Calcutta 
wholesale merchant is concerned, he relies mainly on his own 
yesources and only when these prove inadequate, he will go in 
for borrowing. The mofussil merchant, in his turn, grants 
credit, whenever necessary, to retailer in his locality, whose 
transactions are also both on cash and credit basis. “There is 
still another agency acting as intermediary, v7iz., the aratdars. 
These arvatdars also supply their motussil clients with imported 
goods as they want, on commission basis. Sometimes these 
aratdars act both as buving and selling agents for mofussil 
merchant, the latter's account being credited for the goods he 
consigns and debited for his ptirchases, the account being: set- 
tled periodically, generally once a year. 

Sometimes, under the pressure of, circumstances, the im- 
porting merchants have tormed an organisation of their own, 
combining all interested in) the particular trade, the most 
notable example of this being the Bombay Native Piecegoods 
Merchants’ Association. “The formation of the Association ts 
an interesting story. Precegoods coming from Manchester 
used to be shipped by shippers, the Bombay merchants agree- 
mg to pay a price based upon a certain rate of freight; but 
they enjoyed a rebate from the shipping company by using the 
ships of the Conference Line aud did not share it with Indian 
importers. When the Indian importers came to know this, 
they became determined to secure the rebate for themselves. 
and formed the above-named association for the purpose which 
immediately opened negotiations with outside steamship 
owners and placed their freight contract for the conveyance of 
Manchester indent goods at a much cheaper through rate. At, 
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first it was felt by the Manchester shippers that the Association 
would not be able to continue tts activity for long; but soon it 
was discovered that contrary to their expectations, the Associa- 
tion has grown up in strength and influence. 


Distributors of Home-Produced Good\—Wholesale Trade. 


The distribution of home-produced goods is undertaken 
by two types of agencies-—wholesalers and retailers. It is often 
argued that the commodities reach their ultimate consumers 
through the retailers. This being so, the wholesale merchant 
is a superfluity, simply raising the price by his existence. On 
first hearing, the argument seems plausible. But a closer 
analysis is essenuial before one gives his verdict. For, the super- 
fluity or otherwise is to be determined, not by stock arguments, 
but by the services rendered by the wholesaicr in the trade. 
Since in india we are, under existing circumstances, concerned 
with agriculture, in the main, let us see what type of service is 
rendered by the wholesaler in this field. For, im addition to 
the general distributive activides which may as well be per- 
formed by the retailer, che wholesaler renders a lot of other 
services Which make him essential in the particular trade to the 
extent to which these services are required. 

In the field of agriculture. as also that of certain indus- 
tries, assembling of products become essential from — different 
sources before they are passed over to the ultimate consumer 
through the intermediary of the retailer. The retailer being a 
small man with small resources and information and having 
almost no specialisation is not in a position to undertake this 
function with economy. Of all the agencies for assembling the 
product, the wholesaler is by far the most important. Take 
the case of paddy. In this. we find the following agencies for 
assembling purposes: (a) cultivators, (b) growers who collect 
the produce of other cultivators. (c) landlords, (d) village maha- 
Jans, (ce) itinerant merchants or packars, (f) wholesaler. (g) rice- 
mills’ agents. (h) professional dchuskers and (i) co-operative 
Organisations. Of these, the share of the cultivators, according 
to some estimate. in the direct handling of the total marketable 
surplus, is less than 20 p.c., the first in the list being the whole- 
saler, to be followed by mills’ agents. Some of these agencies. 
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again, ¢.g., growers, village mahajans, and itinerant merchants 
or paikars, very often act as agents for wholesaler, working on 
commission basis, or on their own account, sometimes the 
latter giving advances of money to them. What is true of rice 
is also true of other products. ‘The wholesaler also renders a 
lot of service in matters of standardisation and grading. Often 
the meaning of these two words is contused, which should, at 
first, be clarified. The service of sorting out products 
into uniform kind, quality and size is known as grading. 
Standardisation is the maintenance of the grades so arrived at 
over a period of time till the commodities are totally sold out, 
by removing those portitns of the stock which have degenerat- 
ed or deteriorated. The importance ot these services in trade 
is quite well-known. They not only maintain the quality of 
the product but also lessen further waste and encourage 
forward business and long distance trading. In view of the 
fact that the produce of the individual agriculturist is small, 
and there is no special agency for grading and standardisation, 
the wholesaler acts not only as principal assembling agency, 
but almost sole grading and standardisation agency as well. 
This however should not be taken to mean a grading and 
standardisation .on the countrywide basis. Whatever little 1s 
done in this respect in the producing area is done by whole- 
saler. In the matter of storage also, the assistance rendered by 
wholesaler is by no means negligible. ‘“[he inadequacy, and, 
at the same time, the pressing need of storage in India is well- 
known. The cultivator has no adequate storing facilities nor 
can he always store in view of the pressing need of money 
immediately after harvesting season. Consequently, a greater 
part of the crop raised is marketed. If the wholesaler does 
not store it, there will be a glut in’ the market immediately 
after harvest and scarcity as the year rolls on. I do not over- 
look the defects of the present system when emphasizing its 
services; but in the absence of better facilities, the services 
rendered by wholesaler must be appraised. In matters of 
transport also, which requires specialised knowledge of differ- 
ent lines, the wholesaler is of some service. Since he des- 
patches goods in bulk, he is in better bargaining position as 
to freight. In very big firms, there may be a special branch 
for the purpose of despatches. Naturally they can avail of the 
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best services at the cheapest rate by virtue of their special 
knowledge in different lines. ‘The retailer, being a small pur- 
chaser and saler, cannot avail of these, unless, of course, his 
business is carried on on a very large scale. For all these and 
various other services, including the financial facilities they 
often grant, the wholesale link is essential. 

The wholesale trade may be carried on on one’s own 
account or on commission basis. When the wholesaler is act- 
ing on his own behalf, he is to handle the transaction from the 
purchase of goods to ultimate sale; not only that; he under- 
takes the responsibility for profit and loss and also of dead 
stock in case he makes a wrong purchase. An advantage of 
the commission business is to. be found in the fact tha: the 
commission agent, unlike the trader on his own account, does 
not take the risks of trade himself. To some extent he 
resembles a salesman in so far as his interest lies in the fur- 
therance of sale. ‘The yreater the volume of sale, the greater 
the total of commission that he earns. But whereas a sales- 
man proper is a hired employee and, whether he advances the 
sale or not, he will be drawing his salary, the agent is a trader 
acung on commission basis, his interest Iving in the pushing 
of sales, which, in its turn, will determine his remuneration. 
Sometimes, of course, the salesman 1s offered, not only the 
salary, but also commission . if he can increase the sale, the 
latter being a sort of further inducement. Jn this case, the 
salesman partly resembles the agent and partly the salesman 
proper. ‘Fhe agents generally specialise in a particular line, 
nor is it advisable for the producer to engage as agent one who 
is already employed in the service of some other producer. 
The mutual selection, of the agent by the producer and of the 
producer by the agent, is a bit dithcult task. For, on the one 
hand, the manufacturer cannot afford to make mistake in his 
selection; otherwise, his products will not be sold in the 
market. On the other hand, the agent must be satished that 
the producer for whom he is going to work exclusively manu- 
factures a product or products for which there is sufhcient 
demand in the market and that he will be able to procure an 
uninterrupted flow of these goods according to the require- 
ments of the market ata price lower than, or at most equal 
to, the price of similar products or its substitutes. Sometimes 
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it becomes essential to divide the agency, when the manutac- 
turer manufactures different lines. But only in extreme cir- 
cumstances should an agency be divided in the same — geogra- 
phical area. If it is possible for the same agent to handle the 
different lines of products in the same area on behalf of a 
single producer, he should be allowed to do so. 

Sale on consignment is not the same in all cases but 
varies according to the responsibility shouldered and remu- 
neration received. The literature on business organisation 
has so far discovered about a dozen variety. Of these, the 
principal types are universal, general and special agents. The 
universal agent has unrestricted authority to act for his pyrinci- 
pal in all matters. ©The general agent has general authority 
to act on behalf of the principal in all matters appertaining 
to a certain business. The authority of the special agent is 
however limited to a specific purpose only. Apart from these 
three principal types. we find so many other types of agents in 
commercial world, such as, commission agent, del credere 
agent, partner, mercantile agent, broker, forwarding agent, 
etc. In India, however, all these different types of agents are 
to be found. But, as in other fields, so also in this field. Indian 
agents have some peculiarity of their own. because of which a 
further classification. would be more scientific. According to 
this classification, the agents may be divided into four classes: 
(a) buyers’ agents, (b) sellers’ agents, (c) specialised agents, and 
(d) non-specialised agenis. “Thus the indent firms, as already 
noted, act as buyers’ agents. So also the aratdars. They 
maintain a network of communication with distant centres to 
which they supply goods according as they receive orders. Tn 
the same way, they act also as sellers’ agents, receiving goods 
from producers, giving godown facilities to them, and some- 
times even a certain percentage of the price of the commodity, 
and when the goods are sold, they realise not only their com- 
mission, but rent, interest and any other charges. The special- 
ised agents generally deal in one or one major article, while 
the non-specialised agents deal in whatever article he gets. 
The distinction between these four varieties is however not 
clear cut, and there is, in most cases, a large degree of over- 
lapping. Thus, e.g., the same agent may be working on 
behalf of the buyer and the seller. It may be argued, of 
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course, that for the sake ol spedalisation, these functions 
should be clearly separated; bui in view of the fact that any 
particular line is not suffiaaently  profit-earning, this sort of 
overlapping is a matter of necessity. 

But then no amount of classification of agents is adequate. 
TI give below one instance im order to show what diflerent 
types of condiuons may come in in the agency contract. The 
illustrauion is taken from the ade in Indian — piecegoods. 
This trade is carried on through a system of salesmanship 
known as the guarantee-broker system. The guarantee-broker 
deposits with a particular mill a fixed amount and he is 
guaranteed credit gencrally up to four times the amount of his 
deposit. He has to find a purchaser, or the mill finds one and 
the guarantee-broker guarantees payment to the mill by the 
wholesale merchant, though he does not purchase the goods 
bimself. “This is nota peculiarity. of the piecegoods trade 
only; the actual contract between the principal and the agent 
varics from trade to trade and as determimed by the peculiar 
circumstances governing it. 

When the wholesale trade is carried on on ones own 
account, may assume various forms. Phus the — producer 
nav himself combine the work of wholesaler. Where this is 
done, itis gencrally found that the work is distributed between 
two entirely separate departiicnts. Where this 1s not done, 
there are agents between the producer and the wholesale 
merchant. “Phe wholesale merchant may specialise entirely in 
wholesale business. “Thus when one goes to some of the shops 
in the Canning Street im Calcutta, he finds that although the 
shops leok like retail ones. vet their business is exclusively 
Wholesale and they have nothine to do with retail. There 
are many merchants, again, who combine both retail and 
Wholesale varieties. In this case. it is) generally found 
that, apparently, the retail tvpe ois) the main. — and, 
at times, the retailer works as wholesaler and order supphier. 
He has another advantage in this respect. It is) well-known 
that the business premises of a wholesaler may or may not be 
mn the busy parts of the town; not) so in” the case of retailer. 
His premises must undoubtedly be in’ the most attractive 
quarters of the town or district of the town. Since he attracts 
all sorts of persons, he can find it advantageous to obtain 
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orders for his wholesale business. Even in western countries it 
is found that, in many cases, wholesale business has developed 
from purely retail types when the latter have desired to gain 
access to economies of buying. Where the wholesaler exclu- 
sively carries on wholesale trade, it may be of general type or 
of special type. When it is of general type, although there is 
specialisation in so far as it is wholesale, yet as regards the line 
of commodities handled, there is no specialisation. But im 
specialised type of wholesale trade, the wholesaler deals only 
in a particular line of wares. When there is a further specia- 
lisation, the wholesaler deals only in a particular type of com- 
modity in a particular line. Thus, for instance, a specialised 
wholesaler may deal in textile goods only; but when further 
specialisation takes place, the wholesaler may be dealing in 
only, say. readymade cloth. All these types of wholesale trade 
are to be found in this country. 


Organisation of wholesale trade. 


In this country. two types of organisation are to be found 
in the whole trade—indigenous and foreign. In wholesale 
trade, foreign tvpe of organisation is to be found — restricted 
within a narrow scope. In this variety, the policy framing ts 
done by the board of directors while the actual management 
is in the hands of the managing director. All the — different 
departments are divided under two heads——administrative 
section and executive section, Administrative section is iy 
charge of administration proper. “Vhus there is a secretary in 
charge of general administration and legal issues. In a sinaller 
type of concern, even correspondence work, including the 
filing of old records and correspondences is also done under his 
direction. Where the concern is big, further division of labour 
necessitates the separation of correspondence work from 
general administration and while the latter is in charge of the 
secretary, the former is placed as a sepmate department with 
its own head. Accounts department also comes under admi- 
nistrative section. It is the function of this department to 
control cash, to maintain all financial records and to consider 
the question of credit sanctioning. In fact, this department 
plays a very important part. Since finance is the life-blood of 
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business, and since any future prosperity depends on the 
study of past records and future policy framed accordingly, the 
advice coming from the accounts department regarding the 
study of various costs and suggestions for their possible reduc- 
tion are of invaluable importance to policy framers. 

The executive section is concerned with business proper. 
So far as the local sales and deliveries are concerned, it is the 
function of the selling department to arrange them. They 
also receive orders from outside for the supply of goods and 
arrange accordingly. Another important function of — this 
department is the purchase of goods. ‘This necessitates a keen 
insight in market demand; for otherwise, the concern would 
suffer irom deadstock. Jt must also keep itself abreast 
regarding the stock position, for, if the stock runs out, it will 
either have to purchase the same commodity from local 
market at a higher price to mect the requirements of the 
customer or it will have to regret his inability to supply imme- 
diately, which, i the case of new customer, creates an un- 
favourable impression. Therefore the study of stock position 
is vital. Where the delivery is to be given not locally but to 
a different place, goods are to be despatched and that requires 
a lot of work. For this purpose, the maintenance of a des- 
patch department becomes essential. It is the function of a 
despatch department to check and pack the goods and do the 
work of invoicing and despatch. In this respect, also, speciall- 
sation has, on many occasions, saved a lot, particularly when 
the goods are to be transported from oné political boundary 
to another. ‘The separate department finds ample ume to 
study the intricate formalities of despatch and because of their 
specialised knowledge can avail of the best transport and other 
services at cheapest cost. 

This, in brief, is the organisation of wholesale trade. 
This division of work between different departments is the 
result of the growing complexity of business. The commer- 
cial invasion of the old world by the new, particularly in 
matters of business methods necessitated a change in methods 
and machinery of business and European countries are 
gradually adopting the American example in these matters. 
But so far as India is concerned, the impact of these is not as 
yet a violent one and she has still maintained her own tvpical 
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methods of organisation in most lines which are in the hands 
of the people of the soil. This organisation is less complicated 
and therefore less specialised. But, trom the standpoint of 
eficiency, it is not possible to say that this or that organisation 
is comparatively better. It is all a question of the volume cf 
trade handled. If the volume of trade is large, even the 
Indian concerns who have maintained their own organisation, 
would be found to make the organisation more _ elaborate. 
Thus there is one geneial manager looking into the manage- 
ment. There is a cashicr a5 well. ‘Vhese two along with one 
man for outdoor work are the irreducible minimum. With the 
increase in the volume of work, the number of men is increas- 
ed and a greater degree of specialisation introduced. But one 
thing is sure. In the Indian type of organisation of wholesale 
trade, scarcely a board ot directors is to be found, the policy 
framing and general administration being looked after by the 
eencral manager, who always, or at least on vital matters, con- 
sults his master. 


Purchase Policy in Wholesale Trade. 


Needless to say, where the wholesaler is not himselt the 
manutacturer, he obtains goods from the latter on his own 
account or on consignment and since his object is to make a 
profit out of this mere handling by creating a gap between the 
purchase price and selling price and since his object is to make 
this gap as wide as possible, without at the same time aflecting 
adversely the market de:nand, but, if possible, imcreasing it, 
though not by rate cutting, but by better quality of commo- 
dity and better service, his object always 1s to purchase the best 
commodity in the cheapest market, and to avail the most con- 
vemlent route for its transport to his place. “This, in brief, ts 
the underlying principle of the purchase policy. This must 
not be taken to mean” that there is no stake in this trade. 
Although the wholesaler purchases in the cheapest market and 
trics to sell it in the dearest, his efforts may not always be 
successful and he may have to sell in a still cheaper market. 
This may be the result of a wrong purchase or misjudgement 
of market demand. He may withhold the supply for some 
time with an expectation that the market would revive; but 
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actually it may not. All these and a thousand other contin- 
gencies haunt him; yet a super-marginal trader would either 
be able to meet them or avoid them and make money. Some- 
times there may be loss in one line but greater gain in another. 
On the whole he maintains himself, and, that too, successfully. 
‘The sub-marginal trader struggles for sometime and, if un- 
successful, has to yield. 

At this point a slight diversion is called for. ‘The con- 
cept of ‘‘total income” in economic theory even to this day 
has remained imperfect Owing to the total negiect of wholesale 
trader in the determination of price. Let us consider the 
formulation of the concept of total income in Keynes’ General 
‘Theory. According to him, the excess otf the value of the 
resulting outpui over the sum of its factor cost and its user 
cost is the profit or the income ol the entrepreneur, and the 
factor cost and whe entreprencur’s profit) make up between 
them the total income resulting from the employment given 
by the entrepreneur. ‘This is only a partial statement. Vhe 
total income from the employment should not only consider 
factors my production but also those im distribution where the 
process actually ends. For, the employment is given not for rts 
own sake but for the sake of distribution. “hat being so, the 
true supply price will be determined by total cost of produc- 
gion plus total cost of distibutien and that for a unit of out 
put by total costs of production and distribuuon divided by 
the volume of output, and the total income resulting from the 
cmplovment given by the entreprencur is the aggregate of 
profits to the entrepreneur plus factor costs of production plus 
factor costs of distribution. “Lrue, the producer judges — the 
situation of market demand from the order that he receives 
from the wholesaler and the greater the price at which he can 
sell to the wholesaler over the factor cost and user cost, the 
greater will be his proceeds ovei factor costs; but these pro- 
ceeds in their turn depend on the nature of demand coming 
from wholesaler which in its tarn is being shaped by the 
demand in the ultimate market. If, after adding the costs of 
adlistribution, the wholesaler finds that he cannot get a good 
market, his demand will naturally contract and this will have 
‘unfavourable repercussion on the surplus of proceeds over fac- 
stor costs of the entrepreneur. ‘“Phercfore, it is inadequate and 
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partial to say that the excess of proceeds over factor costs will 
determine employment; for the determination of the volume 
of employment must consider how these proceeds are being, 
Shaped and reshaped by the final market through the inter- 
mediary of the costs of distribution. 

To come back to cur discussion proper, purchases made- 
by the wholesaler may be of various types. We have already 
seen how purchases are made, either direct or through indent 
firms, of goods manufactured abroad. Purchases may also be 
made from manufacturers at home. Most often these are 
made through some mil] agents. We have seen how it operates 
actually in the trade in’ Indian piecegoods. ‘These agents . 
maintain their offices in) principal trading centres; sometimes 
they appoint travelling agents im the interior with a view to 
collect and pool the orders and then place them with the 
manufacturer. “This method is very much convenient to the 
manufacturer as well as to the wholesaler. Since the manufac: 
turer has not to look after the trading side. he can devote 
wholeheartedly to production. But oa factor of greater im- 
portance is that he can avoid to a great extent the credit: risks, 
inherent in trade, by dealing with a few well-capitalised whole- 
salers. Purchases are also made from small producers. “Uhis 
is a very familiar feature of agricultural marketing in India. 
The smaller producers being scattered in the interior find it 
difficult to come to the wholesaler. So oftentimes the whole- 
saler appoints either itinerant merchants or fariah, or obtains 
the services of independent small traders of the particular 
region in the collection of the produce. The itinerant mer- 
chants or fariahs are gencrally appointed on commission > 
basis: but the independent trader does not receive any com- 
mission; he purchases from the producer at a price and tries to 
sell it at a higher price to the wholesaler the difference con- 
stituting the profit. Co-operative sale of agricultural products, 
direct, to the elimination of the middleman element, will be of 
great assistarice to the producers. If the producers form their 
own organisation for this purpose thev can eliminate the 
fariahs or small traders and bring their combined produce to 
the wholesale merchant. In this respect, however, the indivi- 
dualistic spirit of the agriculturist, and his unwillingness to~ 
have his products mixed with that of the same quality from 


ORGANISATION OF HOME TRADE 139: 


his neighbour, have stood in the way of co-operative sale by 
ihe agriculturists to the wholesaler in parts of the country. 


Sales organisation and policy. 


In the matter of sales organisation, the wholesale trade 
differs from retail trade In the retail trade, goods are soid in 
very small quantities, sometimes only one unit of a commbo- 
dity; the purchaser makes his selection out of a large number 
displayed before him. In wholesale trade, since the retailer is 
the customer, and since he knows, unless he is a beginner, the 
goods he requires, he simply places orders with wholesaler 
and obtains his goods. When the wholesaler comes to handle 
some new product he may offer inducement to the retailer so 
that the latter may strive to push its sale. He may give some 
concession In price or Commission or in some other way. But 
when the trade takes place in an already known product, all 
the terms and conditions are pre-determined  and_ the subse- 
quent trade transactions are carried on accordingly. 

For this purpose. the wholesaler maintains, as already 
seen, a sales and a despatch departments. The — selection of 
personnel of these departments should be made with absolute 
care. In advanced commercial countries, provision has — beer 
made for a system of special training in this matter. [t ts the 
function of salesmen not only to push the sale but also to 
study the trend in market demand and adjust the supply to 
the changing requirements. Many firms of wholesalers 
appomnt travelling agents whose function it is to obtain orders 
from standing customers, to convert the prospective customers 
into regular ones and to revive the dead accounts. Salesman- 
ship is a great art in the freld of business and therefore much 
depends on the personality of the salesinan and his influence. 

Sales policy is nothing but a selected and continued line 
of action in the field of furtherance of sale) carried over a 
period of time. Sales policy is a comprehensive term and in- 
cludes so many things in its scope. In the first place, the trader 
must obtain information regarding the demand for his goods. 
Various devices may be adopted for this purpose. Of these the 
most familiar in this country is postal communication with 
the retailers. But a more eftective method not only of obtain- 


140 INDIAN BUSINESS 


ing information about the existing demand but also for push- 
ing the sale among prospective retailers, occasional personal 
Visit is more eflecuve. When the information has been 
received and oiders obtained, it is necessary, for a successful 
sales policy, to see that the orders are properly handled and 
goods selected, packed, checked and despatched to the utmost 
satisfaction of the buyer. Although we have — said that sales 
policy should be a continued line of action over a period ot 
line, yet rigidity in these matters is the truitful cause of 
failure in many a lines. So it must be as flexible as the cir- 
cumstances permit, changed and adapted to the requirements 
of the situation. A more etfecuve sales policy is backed by 
market research. At first sight the money spent for market 
research may seem to be a wastage; but actually it is paying, 
if not by developing sales, at least by saving expenses and pre- 
venuing disappointments accompanying an attempt to enter a 
market which is already over-congested or where no demand 
for a particular product is at all possible. Where concerns are 
small, a combined market reseaich may be instituted. It as 
in this respect that the Indian trade seems to have given the 
least attention. ‘The method of research carried on by many 
Wholesalers is rather crude and is only a part of gathering of 
information by postal communication, and sometimes — bv 
heresy which afterwards is toilowed by a formal introduction 
by postal means. 

The methods of wholesale sale, and price quotations 
thercin, ef agricultural Commodities in India are an interest- 
ing study. When goods are sold in fairs, three methods of sale 
are prevalent, viz., sales under cover where the price is fixed by 
the pressing of fingers under the cover of a piece of cloth, 
auction system where the deal is closed in favour of the highest 
bidder and open bid o1 private treaty. In the last method, 
lates are settled openly, but there is no shouting as in the case 
of auction. The goods are displayed and price is fixed, 
according to their quality and according to the intensity of 
market demand, by anv of the above three methods. In more 
crganised wholesale trades, e.g., that in rice. or wheat, etc., 
sales on sample are more prevalent. In this case, the value is 
assessed by visual examination only. Sales on sample prevail 
owing to a lack of uniform system of grading. This being the 
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case, sale by sample is often a cause of dispute, when inferior 
quality of goods are despatched. In the wheat trade of Punjab, 
sales on fair average quality and sales on standard contract are 
also prevalent. In the former type, the Kachha Arhatiya 
averages out the various lots that he receives from .the local 
market and thus prepares a quality as a result of this mixture 
which is known as the ‘‘fair average quality” and then he 
undertakes group sales of varying quality at a flat rate. “Thus 
his practice is to reduce all the different varieties into one 
common f. a. q. standard, so far as sampling is concerned. 
Sales on standard contract with the mills are also prevalent in 
the Punjab. The terms of the contract cover a description of 
deliverable wheat, quantity, price and source of its origin, and 
also of the type of bagging and terms of delivery, refraction 
and payment. ‘The weights and analvsis as ascertained by the 
mills are usually taken as final. The contract also contains 
various clauses covering non-deliverv or failure to deliver. 
The options lying with the buyer are usually, 


(a) to cancel the contract in so far as it is unfulfilled: 


(b) to re-purchase at the market in which the mill is 
located, or elsewhere, at current market rates, such quantity 


as was undelivered, the sellers being responsible for any loss 
sustained bv the buyers: 


(c) to charge the = seller with the difference between 
current rate and the price at which contract was made: or 

(d) to grant an extension for the completion of — the 
contract. 

Where sales are made to comparatively distant markets. 
as is done in case of rice, either within the country or possibly 
to Cevlon and Mauritius. samples are not always sent in con- 
nection with each transaction, parucularly in case of reputed 
varicties handled by well-known firms, many of whom may 
have their own selling agents in different selling centres. In 
such instances, a few samples may be exchanged. early in the 
Season, to give prospective clients some idea of the quality of 
the current year’s crop. Subsequently, business may be done 
on the basis of trade descriptions onlv. Occasionally large 
buyers maintain their own agents in important producing 
centres or their representatives may pay periodical visits to the 
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supplying markets to inspect the quality of the produce and 
make direct purchases. 

It is gratifying to note that in some parts of India 
regulated markets have been established as a result of which 
efforts are being made to enforce suitable quality standards 
and standard contract terms. If these are enforced in all lines. 
a dehnite improvement in sales organisation would take place. 


Price Determination and Policy. 


A successful sales policy, in its turn, depends on a succes- 
ful price policy; for, mere sale of goods is not enough for the 
trader's purpose; sale must be effected at a reasonable profit. 
This depends on the price at which a commodity is to be sold 
and price is determined by various sorts of costs involved in 
production and distribution. A study of various factors im 
cost is necessary not only for the determination of price but 
also for effecting economy, when called for, in the days of 
depression, thereby adjusting cost to price obtainable and 
maintaining its existence in bad days. The whole idea 
behind cost study and accordingly to introduce reorganisation 
have assumed special importance since the last depression, not 
only in other countries, but India as well. “This is of special 
Importance in case of agriculture, which is most effected by 
the depression. If the fxation of agricultural prices and their 
maintenance in days good or bad are not possible, there must 
be some method of price adjustment. “Phe same is true in 
industries. But this requires a close and separate study of 
each item of cost so that those in charge with this particular 
aspect In trade and production may try to effect: economy so 
far as practicable. 

As in many other fields, so also in the field of price deter- 
mination, the solution given by the economic theory is of Tittle 
use. Elsewhere, we have seen, economic theory tries to find 
out’ the factors, not of price determination, but of 
price fluctuation. Most theories of prices in economics 
make two mistakes. In the first) place, they consider 
“the way in which changes in the quantity of money 
affect prices,’ and secondly, by price they mean either 
the price of totality of output including services as in Fisherine 
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Analysis or the price of consumers’ goods and that of total 
output as in Keynesian Treatise analysis. For an individual 
businessman these are vague concepts. He is concerned with 
the cost that he incurs in production and distribution and _ his 
object is fulfilled when he earns a profit on the sale of his 
produce. Here a question may be raised. If after producing 
-an article, he finds that it is not earning enough to cover its 
cost. what will he do then? In this case it must be said 
that before entering in a particular trade, one considers its 
potentialities and if in first chance he is not successful, he will 
strive to effect economies and make his project a success. If 
he fails, he must withdraw after sometime. 

But if that is so, what determines the price for him? 
Surely it is not the action and inter-action of the forces of 

demand and supply. In some cases, there may be no existing 
' demand, e.g., tea in its earlier stages. {nm such a case, there 
can be no question of action and inter-action, but demand is 
the result of creation. In others, it may be found that the 
market is already there and it is already supplied, at a certain 
price. If one is to enter into this field, he has to take the 
price for granted and explore possibilities for adjusting his 
costs to this price level in such a way that after meeting all 
of them, there remains a fair margin of profit. This is true ot 
many Indian industries which find the Indian market alreadv 
captured by foreigners. What determines the price in this 
case for the new comer? Surely not the higgling and bargain- 
ing between purchasers and suppliers, but the already exist- 
ing prices, and under some circumstances, the possibility of 
price cutting, a fact with which we are quite familar in many 
industries which had to face competition from foreign pro- 
ducts. 

Prices may at times be raised and lowered by aruficial 
measures. The volume of money may remain the same and 
so also the volume of commodities; the costs of | production 
also do not change over a very short period; yet those who are 
familiar with the operations of produce exchanges, both 
Indian and international. know it quite well how prices of 
goods are fluctuating so many times every day; and although 
these fluctuations are normally small, the gap between the 
highest and lowest price quotations being narrow, in abnormal 
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times, although monetary, demand, and cost factors remain. 
the same, vet as a result of the change in expectation, — prices. 
fluctuate to any cxtent. “Phus expectation about the future 
not only determines the supply, but also the price at which 
commodities may be purchased and sold) at) a particular 
moment. It is not our purpose here to develop a theory of 
prices; we simply note some of the faciors  attecting — price 
which are of importance from the standpoint of practical 
business men. One thing ts, however, clear. In a dynamic 
world governed by continuous price fluctuations, any theoreti 
cal attempt at discovering the equilibrium) point is futile; for 
in actual world, there is no equilibrium. Economics has left 
out the analysts of demand and satisfaction to psychologist: and 
of supply and cost) to cost-accountant. “The demand — and 
supply with which it deals belong to a world of its own. 

Whether a business man will enter into a particular line 
or not, and if already entered, whether he will continue there 
or not. will depend on whether he can cover the cost in the 
price that he gets. ‘Uhe difference between total cost) and 
total supply price obtained will not be the same. Te differs 
according to various factors, ¢.g., raw materials, labour, capital 
supply, management, size of the firm,  etc., and according — as 
the efficiency of these factors is greater in one firm than in 
another, the former will earn a higher profit. In the long run, 
only those firms can continue im business who are earning 
some profit, more or less. or who are not making anv losses. 
As the Balfour Committee put it, “Producers differ in ability 
and opportunity; some have better equipped and situated 
works; some have better relations with labour; some have 
more successful advertising and. selling organisation: some 
are in this country with similar conditions as to standards of 
living, while competing producers in other countries may be 
working under lower conditions. The competition of the 
efficient producer makes the trend of price towards the more 
efficient cost plus a profit. “Phe less efficient makes a smaller 
profit, no profit or a loss.” 

The sum and substance of our discussion on price deter- 
mination is that so far as the producer or distributor is con- 
cerned, he is interested only in one thing, viz., costs, in whose 
calculation he cannot afford to make any mistake. The Com- 


TES 


mittee on Industry and Trade in England adopted the following 


jomod 





eee —— 
| | 


sasuadxq YO salieyesg Pure SIseM, S[PITOIE TY 


uOTINpoOIg jo $3s0%) 


3 JATOUL 
= souvinsuy xe yf uae, : ie 
3S avg Ayradoid savy JIE AA x i | 
E | 
e 
SOXe QIULUDIUILUL §=—->%B | 
© IMO 
© saBiey> 1IIO puv savy uonepaidac] J | d 
1? 9) 

i ee a 

= SILIE]LS SLIUIEd 

‘o 3% sIOWIG  woursvuryy yrs pe 

| | 

° 

‘3 | Surdaay B8tidaay sjeioieul 

VU he , 

3 | uotsi\dodng _ AUNT, + -810I1$ aa ae syertopeul 

3 7 SPELLOIPUL pain 

3 | | | | ie 

: | | uo spnpcid = wyNueur srry 
E - ME 
3 | SITIE[LS saseM YDIIIPU] sagem VOI NysPI1A r a i 
be | | 

‘= 

Ss 

bat 

wR 

= 

& 

ey 

bo 

os 

"o 


‘WVUOVIGC 


1.B.~—10 


146 INDIAN BUSINESS © 


The above diagram gives some idea as to how price is 
determined by cost factors. But so far as the ultimate con- 
sumer is concerned, a few more items for the cost of distribu- 
lion, e.g., commission, storage, transport charges, insurance, 
labour of loading and unloading, cartage, etc. are to be added. 
Where goods are taken on one’s own account, commission does 
not figure as cost. But other factors must be there and the 
trader will add his own profit at a certain rate. A specimen of 
the factors in distribution in some agricultural products is 
given below: 


(1) Prime cost (of the article which has been purchased 
from the producer.) 

(2) Commission (If on one’s own account, profit at a 
certain rate.) 

(3) Brokerage (When one purchases on his own account, 
the broker brings the producer and the purchaser together.) 

(4) Postage (Actual or fixed charges.) 

(5) Labour (Filling and sewing.) 

(6) Cartage (For sending te Railway station.) 

(7) Miscellaneous charges at Railway station. 

(8) Railway Freight. 

(9) Tax, if any. 

(10) Cartage from destination station to shop. 

(11) Labour (For unloading.) 

(12) ~Bardana. 

(13) Godown rent (When on consignment.) 

(14) Insurance. 


Whatever may be the costs of production and distribution, 
actual price depends on the price pelicy pursued by the con- 
cern. This actual price may be equal to the costs of produc- 
tions and distribution, may be in excess or may be less than 
that. It all depends on the policy pursued. The policy in its 
turn is determined by various other factors, depending on the 
nature and usefulness of the commodity, the elasticity of 
demand for it, monopolistic or otherwise position of the seller, 
etc. Price increase by monopoly in case of those commodities 
which have an inelastic demand for them is not rare. If how- 
ever it is found that as a result of price increase, demand is 
being adversely affected, having its repercussion on the excess 
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of proceeds over costs, any increase in price is not wise. But 
even this general statement should not be taken as fully 
-correct. It is often found that even in competitive lines, a 
marked increase in price 1s being effected on the ground of 
“superior quality, without at the same time adversely affecting 
the demand, although a better knowledge about the quality 
would show that the assertion is more a matter of propaganda 
than one of reality. ‘The consuimer is not a specialist, although 
he actually uses it. When he finds that it slightly difters from 
the other in shape or colour, he is at once duped. Changes in 
fashion every now and then is the most familiar example. 
Although the manufacture of a new variety of shirt does not 
involve any additional expense, yet the businessman knows 
that once he can popularise its use, he can earn a lot by exploit- 
ing the psychological weakness of the wearer. The psycholo- 
gist may find out justification on the ground that the wearer 
gets a greater satisfaction and is therefore fully justified in 
paying higher price. But as practical businessmen we consider 
what cost does it involve and what price does it fetch, no matter 
for what weakness of the consumer. In some cases, price cut- 
ling is resorted to, parucularly when a rival makes appearance 
or when a new market is to be captured. For the latter pur- 
pose different prices may be maintained in different markets, 
the. loss in one being compensated by gain in another at the 
same ume or greater gain in the same market .at a fater date 
when demand is stabilised or 1ival ousted. But where com- 
petition between different firms is equal, price cutting should 
not be resorted to; for, that would induce price reduction by 
all, to the advantage of none. But even then it should not be 
presumed that in a ‘world of monopolies” and imperfections, 
this is a shelter for classical economics. For even here, although 
in apparent price policy there is the trace of perfect competi- 
tion, actually it will be found that ninety-nine out of hundred 
concerns offer concessions in some form or other that the 
price paid is not the same as that apparent but much. less, 
some portion of the payment being received in payment back 
in money or service or kind. The case of deferred rebate 
system is too well-known. ‘These are only some well-known 
‘cases. The conclusion that emerges is that, whatever the cost, 
actual price is charged according to the price policy of the 
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seller, which in most cases tries to obtain higher price, though 
in certain cases, lowering of price too is not unknown. 


Credit worthiness and Credit Policy 


The underlying feature of “twentieth: century commerce is 
credit, and credit implies two things, viz., incompleteness of 
the transaction and confidence in the solvency of the customer. 
This had on the one hand reduced the necessity of a large 
volume of money in trade purposes and on the other hand has 
increased the number and pace of business transactions. It 
is of course true that credit sanctioning in its turn has led to 
certain disadvantages, such as the locking up a part of the 
seller’s capital, trouble and expense of maintaining a separate 
account of credit transactions, collection of payment from 
them, risk of bad debt, etc. But, notwithstanding these  dis- 
advantages, there is no denying of the fact that but for this 
device the development of trade would not have reached the 
same extent as it has done to-day. 

It should however be noted that there is need for great 
caution in the sanctioning of credit. For, while a_ reckless 
sanctioning of credit. though leading to temporary expansion 
of trade, is, from the long run point of view, disastrous in so 
far as it leads to bad debt, too much cautious a policy is equally 
bad because it fails to attract custom and may therefore ult- 
mately oust the firm from business. Hence the need of move- 
ment in step with others, except, of course, with those who are 
sanctioning credit, may be through inexperience, — recklessly. 
It very often so happens that in these matters each trade has 
its own precise customs. which is observed by the old members 
and should be by the new entrants. 

Leaving aside the question of credit sanctioning, there is 
another aspect of credit policy, viz., credit control. Credit con- 
trol may be qualitative or quantitative. Qualitative control 
applies as regards the period for which credit is sanctioned and 
any other privileges granted, and is governed mainly by trade 
usages, though, to some extent, by the financial rcsources of 
the firm. Quantitative control appertains to the value of 
goods supplied on credit, which depends, on the one hand, on 
the financial position of the firm and. on the other, on the 
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credit worthiness of the customer, as revealed in the enquiry 
from the references given by the customer, in banker’s opinion, 
or by the facts and figures supplied by the commercial enquiry 
agents and publications, both official and non-official. Credit 
sanctioning is a matter of actual practice and varies beiween 
trades and hence nothing further can be added in this respect. 

In big firms, where specialisation is introduced to the 
fullest extent, a credit department is maintained for enquiries 
in the credit worthiness of prospective customer. ‘The func- 
tions of the credit department does not end with mere 
enquiries but also include the initial sanctioning or refusal of 
credit to particular buyers, and determination of its amount, 
keeping a close and continuous watch over the entire credit 
transactions of the firm, and paying attention to the matters of 
collecting debts from persons to whom credit, has been allowed. 
But the maintenance of a separate credit department is not 
possible in case of small firms, nor are the agencies, particularly 
the commercial enquiry agents and publications, well-deve- 
loped. Therefore the practice in this country is for the 
smaller firms to obtain informauon from the references given 
or from the persons or firms well-known to the selling concern 
in the place of prospective buyer, and to some extent from the 
banker. Postal means therefore play the most important part 
in credit enquiries in this country. 


Concluston—Tiends in Wholesale Trade 


The trend in Indian wholesale trade is towards the gradual 
<climination of the wholesaler. ‘The process is very slow and 
therefore often does not attract the notice of a casual observer. 
The most outstanding instance in this respect is to be found 
in case of sugar and cement. With the formation of merger in 
various cement compantes, the marketing function 1s now 
undertaken by the central organisation through its agents in 
different parts of the country. The same is also true to a great 
extent in the case of sugar. In many cases the same merchants 
who used to carry on wholesale trade on their own 
account become commission agents for the central organisa- 
tion, when any such organisation is formed. In other indus- 
tries, of course, sell on consignment is not a rare factor and 


150 INDIAN BUSINESS 


will increase in intensity as the pressure of circumstances lead: 
to the formation of central marketing organisation for each. 
industry or any considerable part thereof. 

In agriculture, Punjab presents the most outstanding, 
example in the experiment towards the elimination of whole- 
sale and also retail merchants through the instrumentality of 
co-operative commission shops. The members of these com- 
mission shops consist of individuals or co-operative societies. 
Membership may be compulsorily terminated if a member 
fails to sell his produce through the society for two years. 
According to the rules of business, all transactions by commis- 
sion shops are on cash terms, subject to the practice of the local 
market which allows two days grace for payment from the date: 
of weighing. No credit is allowed, except to a Government 
servant purchasing .on behalf of Government. The sale is 
effected ordinarily by private agreement and, if desired by 
owner, in public auction. These shops therefore strive to 
breakdown the system of credit on the one hand and to deal 
directly with the exporters, on the other, to the total elimina- 
tion of middlemen. In response to the demand created by 
large exportable surplus, a number of market towns have 
sprung up where world prices are daily received and transac- 
tions performed accordingly. “The benefit derived by the mem- 
bers and the progress made by co-operative commission shops. 
are illustrated in the following two tables: 
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(Source: Year Book & Directory of Indian 
Co-operation 1942) 
TABLE I. 
Table showing the List of charges per Rs. 100/- for ready 
sales of all kinds of grain produce made by commission shops 
and other shops and ditference between them: 





Co-operative shops Other shops Difference 





Rs. Rs. Rs. 
Commission xges OF AZ 
Weighment . 0 3 9 
3 41 30 1 9 O 0 9 3 
Unloading of cart: . O 1 0 0 1 0 
Cleaning . @ 1 6 #O 1 6 
Dharmau (a charge in cash 
for religious purposes) — ... oe 0 1 6 0 1 6 
Ganesh (a charge for 
giving alms) se 0 1 0 0 1 0 
Gowshala (a charge for 
refuge home for cattle) ... 0 0 3 0 0 8 
Charity . 0 0 3 0 0 8 
Chung: (payment in kind 
to labourers) . O 8 O 1 0 0 0 8 0 
Total .. 110 9 214 6 lL. 3. 9 
TABLE II. Progress of Commission Shops. 
Number Produce sold in Produce sold (value 
Year ,; 
of shops. mds. in lakhs of rupees). 
1930 24 1007284 41 
1931 25 1214201 30 
1932 20 894995 24 
1933 23 545625 18-61 
1934 yi 695497 18-96 
1935 22. °° 700833 22-50 
1936 21 709694 26-11 
1937 21 576632 23-49 © 
1938 20 650409 19-05 
1939 20) 825630 26-65 
1940 20 817955 33-59 
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It will be seen that the new experiment has not been very 
much successful and has remained more or less stagnant. 
Although from table I it is clear that the benefits are real, it 
seems strange that the movement should not make progress. 
The reasons are many and need careful investigation. ‘The 
disloyalty of the members is undoubtedly a factor; but if he 
realises real benefit, one fails to understand why he should 
prove to be so. To some extent the hold of existing agencies 
is responsible in- this matter and to remove them, the 
co-operative commission shops, should offer sufficient attraction. 
The shops are themselves not devoid of defects. Thus fre- ° 
quent embezzlements in some of the shops, discontent for not 
declaring dividends and granting rebates and the policy of the 
shops to invest large sums in sites and buildings for godowns, 
etc., have proved serious handicaps. The removal of these 
defects and the organisation of a central body co-ordinating 
and standardising their functions and usages and establishing 
greater contact with outside, both national and international, 
markets would be of great benefit for the shops and there is no 
doubt that if the shops make progress on these lines, they will 
be popular with agriculturists and will no longer be limited 
in the Punjab but find their way in’ the marketing of other 
agriculture products of other provinces as well. 

This tendency towards the elimination of wholesaler is not 
peculiar to India but is equally true in some other countries, 
like England, where the tendency was markedly revealed in 
several evidences given before the Committee on Restraint of 
Trade. One of the recognised functions of the wholesaler is 
the purchase of goods in cheap market and their sale in the 
dear market thereby making equitable distribution of goods 
on the one hand and steadying the price level on the other, 
over a period of time. The scope of this activity on the part 
of the wholesaler has been restricted owing to the deals in 
fixed price or branded goods, and in these transactions the 
wholesaler has become an ‘‘absolute figure." Thus the Com- 
mittee on Restraint of Trade in England writes that in such 
trades, the wholesaler has got ‘‘no opportunities of performing 
what are sometimes regarded as the distinctive functions of a 
merchant, that is to say of buying supplies in a cheap market 
and selling them in a dear market.” 
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Retail Trade—its importance and recent tendencies 


The retailer is the last link in the distributive chain and 
in the field of trade and commerce, his importance arises from 
the intimate contact tha: he has with the uitimate consumer. 
The object of the whole process of production and distribu- 
tion is the sale of goods to the ultimate consumer; all inter- 
‘vening sales are mere transfers with a view to push the com- 
modity in desired channel. It need not be said that in India 
ihe retailer occupies a position of great importance. Even in 
countries like England, America and Canada where the 
tendency is towards retail trade on a large scale, the small 
Iman is not totally ousted, but sll holds his own in view of 
the peculiar position that he cnjoys by virtue of his closer 
contact with his customers and ability to study their parti- 
ular requirements. According to a rough estimate made by 
Lawrence E. Neal, himself associated closely with the retail 
trade in England, 45 per cent. or more of the trade of that 
country is in the hands of retailers. Although the turnover 
of these shops is small, vet he comtinues and signs are not 
lacking in these advanced countries that the force of compeu- 
tion from multiple organisations and departmental stores is 
compelling the small retailer to put his own house in order 
and to do a more efficient job. He is not only learning some 
of the techniques which the multiple shops have taught him 
and, in some countries, is beginning to form voluntary associa- 
tions for the purpose of securing the advantages of bulk pur- 
chase. In matters of sale also, the retailer is modernising the 
shop fronts and improving his selling service. In this coun- 
try, however, the impact of large scale retail trade on the 
‘small one is limited and more or less non-competitive. For, 
as will be seen, a few departmental stores, Indian and non- 
Indian cater for the needs of a few big cities and there too of 
_a limited section of the population who pass for aristrocrats 
‘or strive to be so. For, the prices in Indian stores are very 
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often higher than those prevailing in ordinary shops and the 
prices in departmental stores owned by non-Indians are so 
exorbitant that they attract very few ordinary customers. 
Therefore so far as the ordinary retailer is concerned, he is not 
affected by the competition from these big concerns, nor is. 
there any reason to expect his being affected in the near future. 


Forms of Retail Trade and their Organisation—Itinerant 
Trade 


Broadly, the retail trade may be divided into two types, 
according as the transaction is carried on in a fixed locality 
or not. When the locality is not fixed, it is known as itinerant 
trade. But when transactions are carried on in a particular 
locality, it is known as local or fixed trade. Itinerant trade 
is a form of retail trade in which the seller has no fixed 
locality but carries his goods from one place to another. In 
fact, this form of trade is very old, but in civilised communi- 
ties, it is losing its significance and will probably be restricted 
all the more in the future with the expansion of fixed shops. 

The commonest type of retail trade carried on by the 
itinerant trader is that of the hawker and the pedlar. In this 
country we scarcely draw any distinction between the two: 
but in England a legal distinction is made. ‘Thus the Pedlar’s 
Act of 1871 defines a Pedlar as ‘‘any hawker, pedlar, petty 
chapman, tinker, caster of metals, mender of chairs, or other 
persons who, without any horse or other beast bearing or 
drawing burden, travels and trades on foot and goes from 
town to town or to other men’s houses, carrying to sell or 
exposing for sale anv goods, wares or merchandise...... or sell- 
ing or offering for sale his skill in handicraft.” The Hawkers 
Act of 1888 defines a hawker as ‘‘any one who travels with a 
horse or other beast of burden, selling his goods.” With 
certain exceptions, a hawker in England must take an excise 
license. In America hawker was a more common figure car- 
rying goods from one village to another. In this country, the 
pedlar is more common—a very familiar figure in the villages, 
and also in towns, sometimes carrying goods on a wheeled 
carriage. The use of animals is not very common. Whatever 
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that may be, the organisation of this trade is very simple. 
The pedlar may purchase goods on his own account either 
from a local supplier, or from wholesale dealer and, 
occasionally obtain then from his domestic production. He 
may also be working om account of somebody else in which 
case either he receives wages, daily, weekly, fortnightly or 
monthly, or a share in profits, and on very few occasions, 
both. 

Another type of itinerant trade is that carried on by the 
street trader. Unlike the hawker and the pedlar, he does not 
shout and exposes his wares in a well frequented part of the 
town with a view to attract his customers. The hawker is 
mainly concerned with children to whom he can sell attractive 
or delicious things. But the street trader attracts grown up. 
men, particularly the poorer sections. He does not remain in 
the samc place but moves according to the change in traffic, 
say, from the railway station after the time of train departure 
to some other place where he can attract better custom. 
Sometimes he deals in secondhand goods or goods derived 
from auction sale or bankruptcy stocks, and then he may be 
known as Cheap Jack. In England these cheap jacks hire in 
a certain locality a shop in as good a_ position as_ possible, 
make a good display of the goods, employ all sorts of propa- 
ganda and sell as much of his stock as he possibly can. In 
India goods derived from auction sales or bankruptcv stocks 
are in most cases not so many as to induce the cheap jack to 
hire a shop. In Calcutta the most familiar type of street 
trading in secondhand goods is that in old books in which 
many people are employed. 

Another type of itinerant trade ts that carried on by the 
market trader. ‘This however differs from the other itinerant 
trades mentioned so far because in this case the locality of 
trade is fixed in a particular place in the village or the town 
and it is at this spot that both buyers and _ sellers must 
assemble. It is itinerant because under the shed so allotted 
any one—purchaser and seller—can come from any place and 
carry on transactions. In India we find so many _ types of 
these markets. In the first place, there are the fairs, held 
occasionally, mainly associated with some religious festivals. 
some of them being very much extensive, attracting  pur- 
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chasers and sellers from many parts of India. They have 
acquired considerable importance in the livestock trade and 
in trade in agricultural products. Now, their commercial 
aspect has assumed greater importance over the _ religious 
association. According to the Report on Fairs, Markets and 
Produce Exchanges in India, there are over 1700 livestock 
and produce tairs in India, the figure indicating the number 
of places where fares are held. Out of these, about 50 per 
cent. of the fairs deal in livestock only, about 10 per cent. both 
in livestock and agricultural produce, while the remaining 40 
per cent. handle agricuJtural produce only. Secondly, there 
are markets. known by different names in different parts 
of India, which also come under the category of itinerant 
trade. In this case the gathering of people takes place at a 
fixed locality and is more frequent than in the case of fairs 
but the gatherings are not so large as in the case of fairs, 
for, unlike the fairs, the markets attract people only from a 
narrow area. They may be weckly, bi-weekly or may take 
place for more than two days in a week. Sometimes they may 
be held on all the days in a week, including Sunday, but the 
gathering taking place in a particular locality on a particular 
day, thus covering the whole of a big town in seven days. 
Thus in Poona, I found localities named as Rabiwar peth. 
Budhwar peth, Saniwar peth, and so on and in some other 
places in the Deccan, actual markets known as, say, Mangal- 
wari Bazar. In Poona, however, these names of different 
localities have only historical significance from the standpoint 
of itinerant trade, in so far as the shops are fixed and open on. 
all days in all these peihs, although they retain their names 
even to this day. In these markets purchases and sales are 
‘of a retail nature. A wide variety of articles is available for 
sale. The producers, coming from neighbouring place, bring 
their small produces and dispose them of in these periodical 
markets. The transactions are on cash terms, although in 
certain backward tracts of Chhota Nagpur (Bihar), in dealings 
in hats, ‘‘the barter system also prevails. It was noticed at 
one of the hats held in Chhota Nagpur tract, that mustard 
was being exchanged for rice volume for volume, although 
the price of mustard in the nearest wholesale market—about 
30 miles—was about 50 per cent. higher than that of rice.” 
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The days for the assembling of different markets are fixed in 
such a way as to avoid overlapping with one another. ‘Thus 
it is often found that the same persons are working as buyers 
and sellers in different markets on diflerent days within a 
certain radius. The area served by these markets is not the 
same. In Bengal they are comparatively smaller, serving 
generally an area within a radius of about 2 to 3 miles, and 
at most 5 miles, whereas in Bombay they serve an area of 
a radius of 60 to 70 miles and in Madras 70 to 100 miles in 
some directions. 


Forms of Retail Trade and their Organisation— 
Fixed Trade 


In fixed trade, the lowest stratum is occupied by the 
street stall holder. In some corner of a street, there may be a 
wooden stall, rented on auction for a period of time. These 
stalls generally deal in fruits, betels and betelnuts, bidis and 
cigarettes, and various tvpes of cold drinks, etc. In some 
railway stations there are similar stalls selling bouks of 
current interest. The fixed stall holder represents a link, so 
to say, between the itinerant and truly fixed types. For, he 
.ig not itinerant in so far as he does not move from place to 
place nor does he shout. But then he does not belong to a 
truly fixed type, because he, being the highest bidder, has 
obtained the use of the stall for a certain period, but cannot 
be sure of permanent occupation in so far as on the expiry of 
the period somebody else may be the highest bidder and 
occupy it. The street stall holder obtains his supplies either 
from small local suppliers or wholesale dealers or from 
domestic production. 

The truly retail shop is however the small shop selling 
articles retail. It may cither be a general store or a speciality 
store. Specialisation is however out of question in those places 
where the market is narrow. Therefore at most all stores in 
small towns and most of them even in big towns are general 
stores dealing in a variety of goods, and distributing them 
among all sorts of persons. Speciality shops may be of difler- 
ent types—specialisation in one complete line, e.g., groceries, 
hardwares, books, clothings. etc., specialisation in allied lines. 


LUO INDIAN BUSINESS 


€.g., photographic and painting materials, chemists and optt- 
cians, etc. and specialisation in a particular type in a parti- 
cular line, ¢.g., readymade shirts only.. The degree of speciali- 
sation is not the same but depends on two factors—viz., extent 
of demand and extent cf market. For, after all, the trader 1s 
-concerned with profits, and if the conditions of demand and 
of the market are such as to enable him to earn - sufficient 
profits by the handling of one line or one variety in a line, he 
will not go in to handle thousand lines at a time. But where 
any one of these conditions’ only is satisfied, specialisation 
becomes difficult; and in the absence of both, specialisation is 
impossible. : 

Before starting a retail shop, whether general or speciality 
the proprietor should estimate the financial requirements and 
the equitable distribution of his funds on different require- 
ments. For, in most cases, he is a man of small resources 
which are supplemented by deposits or loans from friends 
and relatives. Therefore any injudicious investment would 
not only put him out of his own funds but also lead to a waste 
of these loans and deposits. So, before entering into business. 
it would be advisable for the proprietor to estimate the differ- 
ent financial requirements. “Vhe financial plan will no doubt 
depend on the nature and extent of the business that he is 
going to undertake and also his own credit in the market. 
which will determine the extent to which he can dispense 
with money in his initial purchases. ‘The maintenance of 
stock alse requires moncy, but the demand on this score will 
vary according as whether the store is a general one or a 
speciality store. In the latter case, because of specialisation. 
the money blocked in stock is comparatively small, for, in 
general store, he will have to maintain some — stock of each 
line and therefore require a greater amount. In case ot 
special store, the proprietor comes to enjoy another advantage. 
Since he is dealing with one or very limited number of whole- 
salers, as compared with that in’ general store, he attains a 
greater degree of intimacy and therefore there is a greater 
possibility of his obtaining more and more goods on credit. 
Then there are certain items of expenditure, which are, if we 
may say so, supplementary costs to business, in the sense that 
whether the proprietor makes any profit or not, he will have 
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to meet them. In this category falls items like rent, wages 
lighting, etc. As long as he cuntinues in business, he must 
meet them irrespective of whether returns accrue to the busi- 
ness or not. Besides, there are so many possibilities of troubles 
in the initial stages of business and unforeseen contingencies 
even when business has made sufficient progress. ‘The  pro- 
prietor must be prepared with tunds to meet these ‘‘strides” 
and contingencies, which are, so to speak, a test of his busi- 
ness acumen. 

The organisation in retail trade is a bit complicated in 
so far as it involves not only the organisation of business but 
also the organisation of the shop. It is in this respect that it 
differs from wholesale trade. In wholesale trade, the trader is 
to maintain his office and an organisation of business which is 
sufficient for his trade. ‘There is no need for his selecting « 
suitable site. His warehouse may be in any part of the town. 
the main criterion being nearness to the transport facilities. 
Not so in case of retail trade. Since he is to deal with ulti- 
mate consumer, the organisation of the shop is more import- 
ant than even the organisation of business. 

The organisation of business in retail trade has to consider 
three things. In the first, and most important. place, comes 
the shop, for which there is the need for the judicious selec- 
tion of site. In this respect the general rule that can be laid 
‘down is that the busiest place is the most suitable. At first it 
may sound strange that the busiest place where there are so 
many shops already doing business, is instead of being the 
least suitable, most suitable. Any one inexperienced in_ busi- 
ness will say that since a shop in, say, Esplanade in Calcutta. 
would necessitate the payment of high rent, how can it be most 
suitable? On the contrary, it is most costly. The theory of 
urban site rent stating as it does that rent does not enter into 
price will prove an additional damping factor, if of course the 
Man intending to enter into business 1s a devoted student of 
Economics; because he will think that if it does not enter into 
price, he will have to bear it out of his pocket, if sufficient 
profits are not forthcoming. But that 1s not so. “The mere 
presence of other shops, instead of being an inconvenience, is 
a factor adding to the importance of the place. Anvone going 
to the Hogg Market in Calcutta will feel that how can so many 
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shops doing the same business continue in one locality. The 
answer is obvious. Since so many shops are there—and there 
will be no objection if a few more are added—they have added 
to the importance of the place and attract customers from all 
parts of the city. Sometimes one particular locality in a town 
comes to acquire reputation for a certain class of trade. Any 
one intending to enter into that trade should select the — site 
in the particular locality where the trade is localised. This 
localisation of trade is determined by several factors, e.g., 
nature and extent of demand, reputation of the locality, near- 
ness to the supply of sale articles, etc., of these the first one 
being of utmost importance. Another factor to consider in the 
selection of site is whether the importance of a particular 
locality is likely to change. It all depends on the shift of 
population, opening of railway communication, etc. If there 
is the possibility of anv immediate change in the importance 
of site, it is advisable to open the shop in the neighbourhood 
of the area expected to prosper. Thus those people who had 
been far-sighted enough to open shops in the neighbourhood 
of the places where the Ganga Canal in Rajputana has been 
opened earned a lot owing to the reclamation of these plots 
where nothing was produced previously in the desert. 

After the site is selected, it is necessary to make the shop 
as attractive as possible so that it may attract the attention of 
.even a newcomer. This also adds to the decency and _ the 
customers also can feel a sense of pride in making their putr- 
chases from this shop. This requires careful) attention in 
several respects, viz., external decoration. window display, 
interior decoration and lighting arrangements. But then these 
are factors which may easily be copied from one’s neighbour, 
and when one enters the Hogg Market in Calcutta, he can 
bardly make up his mind as regards purchase from any one 
particular shop, because in the matters mentioned above, all 
the shops maintain the same standard. Here therefore much 
depends on the whim of the purchaser and lot of the seller. 
But where ithe shops are not so much centralised as in the 
Hogg Market, a careful attention to the afortsaid factors is of 
importance in attracting customers. 

Secondly, comes the organisation of the office. The size 
and nature of the office will depend on the size and nature of 
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the business and so also the degree of specialisation in office 
work. ‘hus if the transactions are too many, correspondences 
frequent and credit sanctioning abundant, specialisation 
would lead to economy not only in exertion but also in cost. 
In India however most retail organisations of the town and 
the village are extremely suitable, being managed by the 
owner himself, sometimes assisted by one or more hired 
employees, according to the nature of the business, but most 
often by his sons and other relatives. Even when an employee 
is taken, he is concerned with outdoor work, or distribution of 
commedities to purchascrs coming to the shop, and the most 
confidential one being entrusted with cash and account-keep- 
ing. In many cases the work of correspondence is done by the 
owncr himpsclf in so far as he wants to preserve secrecy in these 
matters. “Phe employees are all engaged on a fixed salary and 
the master’s eye must be every where so that there may not be 
any scope for corruption. Rarely a share in profits is given; 
only in few cases profit is shared between all concerned, from 
the manager to the sweeper, according to the rank of each and 
importance of service rendered. 

Another work of greater importance in connection with 
the office in retail trade is that of keeping record of every 
transaction. Many a concern comes to a sad end owing to its 
negligence in these matters. When transactions are on credit, 
the organiscr cannot be expected to keep every thing in 
memory nor is it a wise policy to deter the work for some ume. 
For, in that case, some items may be forgotten; therefore the 
work of record-keeping should be prompt and instantaneous. 
Not only that. every credit: transaction should conveniently be 
checked and the mistakes rectified. Even when transactions 
are on cash terms, the need for record-keeping is not of less 
Importance; for, it is from these records only that the shop- 
keeper can find out whether over a period of time he is making 
any profit or not, and take decisions accordingly. 

Thirdly, the organisation of the stock room is also of 
importance; for, proper organisation facilitates greatest possible 
utilisation of the available space and speedy handling of goods 
and also avoids deterioration and pilferage. It also facilitates 
the work of ascertaining as to whether any particular article is 
in stock or not, where is it available and what quantity is on 
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hand. It also facilitates the study of the turnover of each 
article and placing of orders accordingly. Articles having 
speedy turnover should be ordered for in large quantities, so 
that there may not be any trouble with the customer. 
Articles having no or negligible demand for them constitute a 
deadstock, and care should be taken in then case, so that no 
deadstock may accumulate. If however any deadstock has 
accumulated, it is advisable that it should be disposed of at 
cheap rate and to realise whateve. money is available; for their 
retention not only means the blocking of a part of capital in 
them, but also any possible waste or lowering of demand for 
them owing to change of taste and consequential further 
reduction in their price. 


‘The characteristic of Indian retail trade as prevalent in 
most parts was the existence of trade guilds and caste associa- 
tions from old days. These guilds had a striking resemblance 
with trade guilds in Europe, with this much difference that in. 
this country heredity and not occupation was the unifying 
factor. As the Imperial Gazetteer points out, their object was 
the regulation of competition amongst the members by pres- 
cribing the days and hours during which work should not he 
done. The decisions of the guilds were enforced by fines 
and if the offender refused to pay, he was ex-communicated. 
If the guild contained men ol different castes, it used its 
influence with other guilds to prevent the recalcitrant member 
from getting work. New entrants to any trade were made to 
pay a heavy fee and the income of the guilds was spent on 
feasts or on charity. Although in recent years a lot of changes 
has overtaken business yet the essential framework of the old 
guild continues in many parts in so far as the important sec- 
tions of retail trade are closely knit in a mahajan or an asso- 
ciation. Thus according to an cnquiry in Bombay Presidency, 
there were 19 such associations functioning in Ahmedabad. 
In Bombay, however, only a few trades such as clothing, hard- 
ware, chemists and grain dealers are organised to a certain 
extent but then these organisations do not regulate conditions 
of work or wages of their employees, but are mainly concerned 
with disputes arising between their members and certain other 
matters. The membership of the Bombay Grain Dealers 
Association is composed of grain dealers and of retailers in 
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the grocery trade dealing in foodgrains. “The membership is 
turther divided into various local groups called bazars in 
different localities, each bazar having its own headman. The 
function of these bazars is mainly to decide which shops 
should remain open on days of Closure like the -limavasya day 
when only a few shops are kept open for the convenience of 
the public. The Chemists’ Association has a rule which 
requires that its members shall close their shops for half a day 
on every Sunday. Another tendency in Indian retail trade is 
the growth in the varicty of shops. In the words of the 
cnquiry, they “‘comprise such a jarge variety of different 
types of shops that unless they are combined into analogous 
groups, it would be impossible to draw deductions of any 
value.” The most important ones of these shops consist of 
grocery and provisions, cloth and clothing, restaurants, and 
bidis and pansupart. 


Large Scale Retail Lrade—Departmental Store. 


With the expansion of productive capacity and varied 
transport facilities, the distributive unit has also tended to 
expand in one of the two directions. Tither there has been 
an cnlargement in the size of the unit or, if the unit has 
remained the same, there has been a multiplicauon in their 
number. “Phe departmental store represents the first type. 
From the standpoint of the lines handled, departmental store 
resembles a general store, being on a very large — scale, and 
under one roof and central inanagement, but unlike the latter, 
in so far as each line is separate from the other in immediate 
management. In) England most stores, or nearly all of them, 
are not the result of any pre-conceived plan but merely the 
consequence of expansion “‘by stages either from the drapery 
establishment or less often from the grocery shop.” In India 
the most well-known departmental stores are those of the 
Whiteway and Laidlaw and also the Army and Navy Stores, 
having their organisations m biggest cities, like Calcutta, 
Bombay. They are non-Indian concerns* and are the result of 
definite preconceived plan rather than that of evolution. In 
recent years some Indian concerns have also come into exist- 


« Some of these have been purchased by the Indians in recent years. 
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ence, e.g., Wachel Molla and Co. and the Kamalalaya Store in 
Calcutta, but in comparison with these non-Indian stores, they’ 
are still in their childhood and do not seem to have realised 
the need of emphasizing the aspect of service which is so vital 
in this line of organisation. 


The selection of site is the most important in the case of 
the departmental store Usually it is located in the central 
position of the big city and sometimes, as in the case of non- 
Indian stores in India in general, and that of Messrs. White- 
way & Laidlaw in particular, the structure of the premises is 
such that it cannot fail to attract one’s notice, and incite 
curiosity. Inside also the stores are equipped with equal care, 
every detail being planned to ensure the greatest convenience, 
economy and decency. It is these things that often attract a 
passer-by and it is interesting that many people going inside 
the store are not all customers but have gone in to satisfy their 
curiosity and may in certain circumstances be converted ito 
customers provided they are attracted by a particular commo- 
dity and they have means in the pocket to help them in getting 
hold of it. 


The precise range of goods handled by a departmental 
store is extremely expensive and most progressive stores are 
every day expanding their activities in newer lines. The con- 
sequent advantage to the customer is that he can expect to 
purchase as many of the goods as he needs or most of them 
under one roof, instead of being required to move from one 
shop to another. But a factor of greater importance. — parti- 
cularly to fashionable customers, is that of service rendered by 
the store. Sometimes he would like to place orders over the 
telephone and be satisfied to receive goods at his own place. 
This requires that the store should have a delivery service as 
well, delivery being given free of charge. Some departmental 
stores have their own cars for the purpose, which also is a 
sort of: advertisement. Sometimes the fashionable customer 
would like to give a personal visit to the store where his pecu- 
liar desire to receive a salute from the gate-keeper may be satis- 
fied and where he may do his stopping at ease. Some stores 
therefore make it a point to establish special services depart- 
ments for the convenience of their patrons, including the 
establishment of waiting rooms, restaurants, information 
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bureaux, tcicphone boxes, etc. Phe Indian stores have not 
cmphasized this aspect of dcepartincntal store organisation, 
nor is it proper for them to do so at this stage of their deve- 
lopment. If they spend a lot om these things at present, they 
may be involved in diffculues, “The Indian stores are handi- 
capped mi this respect because of the small means of their 
customers. Since most Indian cus.omers are men of limited 
mcans, the Indian stores would fail to attract them and secure 
their goodwill, even though rendcring abovementioned servi-es, 
if they raise the price of their wares a little so as to cover costs 
lor these services. “Their goodwill can be secured not by these 
services but by charging the price at) a comparatively lower 
rate. “Phe Indian stores. at least some of them, have realised 
this factor, while others who have not should do so, because, 
enjoving as they do the cconomies due to bulk purchase, they 
can, instead of spending a pertion of their profits on these 
services, reduce prices a little, so as, to attract the goodwill of 
the customers and when they have sufficiently stabilised their 
position, they should) give some attention to ihe factor of 
service by spending a poruon of profits for it, without at the 
same ume sacrificing their original policy of selling = commo- 
ditics Comparatively cheap. 

Phe non-Indian stores ere ma much better position in 
this respect. “Vheir customers are restricted to the non-Indians 
and a very narrow circle of Indians having  aniple resources 
and not knowing how to utilise them best. So far as the non- 
Indian customers are concerned, they would do their shopping 
from these stores, even though they are to pay a high price, 
because of their swadesit spirit: to purchase goods manufac- 
tured in their home country and sold by concerns owned and 
managed by their own countrymen. So far as the narrow circle 
of Indians is concerned. they go there partly because they 
want to pass as fashionables and partly because they want to 
satisfy their peculiar sense of aristocracy by purchasing dear. 
The goodwill of these people can be secured by rendering 
“service”, “free of charge’, though the price of the commodity 
may be five times as high as that prevailing in Indian stores for 
the same type and quality. However, since as students of busi- 
ness we take the mental bend of customers as it is, there is need 
‘for provision for this particular type also and the Indian stores 
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may strive to explore possibilities of exploiting the demand = of 
these customers, by having a separate, but side, store for them, 
catering goods at a higher price but at the same time rendering, 
some services free of charge. 

The departmental store is usually constituted as a limited 
company and in matters of Constitution from the standpoint of 
law, it hardly presents any differcuce from other types of large 
scale organisation. At the top there ts a board of directors. 
consisting of persons most of whom may have litte or no 
knowledge in the particular type of organisation, vet they have 
been taken in because of their success in some other line of 
business or because they are vetcrans having a wide range ol 
experience. Che day to dav management is therclore entrusted 
to a managing director or general manager who is an expert in 
this matter. The board of directors is more often ornamental, 
framing and modifying policies from time to time. The central 
sation of control in the hands of the managing director or the 
general manager should not pe takcn to be incompauble with 
the specialisation of the main activities by different depart- 
ments. each of which, though under centralised control. is 
organic in itself, 

Phe biusmess of the departnental store is organised into 
several deparimecnts, the most notable of which are the techn 
cal department, merchandising department, sales department 
and finance department. Tt is the function of the technical 
department to examine goods on receipt, stock them, pack 
them at the time of delivery and to render similar other 
services. The life blood of the departmental store is however 
the merchandising department whose function it is to arrange 
purchases on most favourable terms from the most convenient 
sources and in correct proportions those particular lines which 
are in public demand, thereby obtaining economy in) purchase 
and freight charges and also reducing the possibility of the 
accumulation of deadstock to a minimum. — For this purpose 
there are experts studving the sources of supply. the compet- 
ing lines of transport. the nature and extent of demand and 
allied problems, in the different lines dealt in and tendering: 
advice from time to time to the merchandise manager. Pur- 
chase, as we have already scen, is the greatest problem, and 
due attention should therefore be given to it. The sales 
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department is concerned with actual sales, not only inside the 
shop, but also with the arrangement of local deliveries of goods 
and, if mail order business is also a part, with sending of goods 
from one place to another. In the Indian store busi- 
ness in Calcutta, the customers make the _ selection 
of goods from the particular department and hand 
over the money for then. There are some men moving with 
memo books, these men being common to several departments. 
As soon as the sale is effected, one of them is called for, who 
then receives payment and arranges for the change, if any, due 
by the customer, and gives a token, a part of the memo. On 
presentation of this to the packing department, the customer 
can get the other part of the memo and _- his goods from the 
packing department. A nominal inspection is made at the 
gate and one of the aforesaid parts of the memo retained there. 
The finance department is concerned with the financial aspect 
of the business, both receipts and payments. Sometimes there 
Is a staff manager looking after the staff management. Onlv a 
few stores mav have a management of buildings and equip- 
ments. the Indian stores, it seems, having no separate manage: 
ment for the purpose. 


The rapid growth ef departmental store in some western 
countries led many people io prophesy the ultimate decline of 
small scale retail trade. But their prophecy has not come to 
be true and the small scale retailer not only holds his own, but 
does so guite successfully in every centre of population, and 
although the volume of sale in a departmental store has been 
very great, vet when compared with the total retail sales, it 1s 
only a small proportion. In India, the field served by them 1s 
extremely narrow. being limited to some big cities and even 
there, as we have already seen, the Indian stores, although 
divided into several departments under one roof have sacrified 
the fundamental principle of stores, viz., service, and to that 
extent they may be regarded as only general stores on a large 
scale. Nor has the departmental store any very great pros- 
pect of success, in this country because the lack of personal 
element in it does not appeal much to the Indian population. 
Besides, the demand being [imited, it is not possible for 
departmental store to hold its own in the interior. Only in 
big cities they mav have some field for expansion. 
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Large-scale Reta Piade—Multiple Shop. 


he departmental store reprosents one type of large-scale 
retail trade in which the unit of sales organisation — assumes 
a very big size. Not so in the multiple shop system. ‘This system 
is a compromise between the large-scale and small scale, com- 
bining as it does the advantages of both and striving to elimi- 
nate their disadvantages. It is a Jarge-scale organisation in so 
tar as it is placed under one management and cnyoys the 
advantage of bulk purchase. At the same ume. the unit of 
sales organisation is very small, as small as any other retail 
shop, speciality or general. Phe shops being scattered over a 
wide area can come mto contact with consumers coming from 
surrounding districts of the localitv. “This is one of — the 
methods in which the small retailer also may hold his own. 
When he finds that in competition with a large concern, he is 
being put to difficulty, he can extend his business by opening 
new branches. In this country, multiple shops in so far as they 
are to be found are not the result of the pressure of competition 
from bigger concerns, but are due to the desire of the pro- 
prietor of one concern to epen new branches in different 
localities, thereby making a beter utilisation of trade name 
and at the same time bringing services within the possible reach 
of consumers in different parts of a city, thereby pooling — the 
whole, or a considerable part. of the total demand to 
themsclves. 

In England, there are three types of multiple shops. First, 
there may be a group of shops covering a certain district. which 
are offshoots of one successful or Hourishing central store. 
The proprietor of a successful business has emp!oved his capt 
tal for the establishment of the new branches and as the num- 
ber of such branches) multiplied, the organisation in time 
became a fullfledged multiple one. Secondly. there are the 
more highly developed systems covering the whole country, the 
shops being supplied from one or more centralised warehouses 
and depots. And thirdly, there are systems in which the 
various branches have almost unlimited power of purchase 
and sale. The most common:type of multiple shop in India, 
already noted, falls to the first category. This is to be found 
in many lines. The illustration of the second variety in this 
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country is the sales storcs of the bata products. In cach store 
the supplies emanate from the same source and the shops, 
signboards, working arrangements, etc, for all of them are 
uniform. “Phe unique fact about them is that they are scatter- 
ed throughout the length and breadth of the country. In the 
third category, if we may say so, falls the concerns, like that ot 
Messrs. MacMillan and Co., Publishers and “Booksellers, haying 
their central organisation in Eneiand, but Ure branches in this 
country having extensive powcr of procurement and sale. Biti 
sO far as the true multiple organisation is Concerned, the open- 
mg of branches by concerns in different lines is the only 
lmportant onc in this country, and that too is limited to certain 
big concerns of the cities 


In internal organisation, the multiple shop has some 
recmblance with that ef a departmental store. “The contro} 
in both the cases ts unified under the managing director or 
general manager who kceps in touch with the activities of 
different: branches through the medium of district managers 
and supermitcndents. fn one respect however they may differ. 
The deparimenial store deals in various lines: the muluple 
shep may be a speciality one, dealing only in one line in all 
the branches. In fact, this is more convenient from the stand- 
point of management and control. If cach shop) resembles a 
eeneral store. the management finds it difficult not only to 
arrange purchases for different lines for different stores im 
varied proportions according to the demand of the locality, 
but also finds it troublesome to exercise control over all of 
them. Within a limited range however multiple shops of 
general type need not cause any inconvenience. 


Sales in multiple shops are almost in ail cases on cash 
terms. For, since the people in charge of each shop are trans- 
ferred from time to time from one shop to another, they can 
hardly find me enough to establish a direct and intimate con- 
tact with the consuming public, so as to enable the latter to 
seek goods on credit. This, of course. is not possible where 
only one or two branches exist and where. in view of the 
limited staff, transfer is rendered difficult. Whatever that mav 
be, the financial control is exercised through the periodical 
sales reports to the head office, the reports showing receipts 
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and disbursements on various items of costs and the cash posi-- 
tion at the end of the stated period. 

The multiple conception has been carried to its logical 
conclusion by the fixed price chain store, a form of business.. 
organisation which has reached its height in the U. S. A. and 
is fast developing in England and some European countries. 
The fixed price chain store is a developmeni out of one price 
shop, in which a large number of useful articles were purchased 
by a central office on wholesale lines and the location of the 
shop was arranged by the central office after close study and 
careful deliberation. The underlying principle of a fixed price 
chain store ts the elimination of all slow selling lines of mer- 
chandise and absolute concentration on those goods which 
have a large demand in the market, the object being mass dis- 
tribution of commodities. An idea of this) mass distribution 
can be had from the following figures given by Florence F. 
Neal. already referred to in another context. for Messrs. Marks 
and Spencer who in 1930-31 sold through their branches 5} 
million pairs of artificial silk stockings, 6 million — ladies’ 
under-garments, 2. million jumpers and one million dresses. 
These figures are quitc impressive when they are compared 
with those of any other type of — distributive organisation 
engaged in the sale of these articles of merchandise. Just as 
in the fiekd of production, production is carried on on a mass 
scale, in the same wav, in the field of retail distribution also, 
business 1s carried on on a mass scale by the fixed price chain 
store. | 

The business policy of these stores makes an interesting 
study. As already mentioned. they restrict their work only to 
those lines for which there is already a large demand or for 
which they expect a large potential demand. This however 
should not be taken to mean that a fixed price chain store 
restricts its activities to a few lines only. In some stores of 
America the variety of goods actually handled’ is as. 
many as ten thousand. But then all of them must satisfy the 
fundamental requirement, viz., that they should have an 
extensive real or potential demand. The purchases for the. 
chain-store are made centrally and in view of the large orders 
that they place, they keep very close contact with manufac- 
turers and have a considerable amount of influence over them: 
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which is beyond the imagination of any other distributive 
organisation, including departmental stores. Sometimes, when 
they take all the products produced by the manufacturer, this 
influence becomes control, pure and simple, over the latter. 
Even when they do not depend on a single source of supply,— 
and this they often do as a matter of policy, for keeping more 
than one producer in the field, maintaining all of them by 
their patronage, while at the same time destroying monopoly 
in the field of production—still they can exercise a good dea’ 
of control in view of the fact that their patronage is the major 
determinant of the cohtinuance of the producer. If the store 
withdraws its support and assumes hostile attitude, the pro- 
ducer would find it extremely difficult to get a rival concern 
for the distribution of its own products in view of the fact that 
the chain store, like an octopus, has kept the entire or a greater 
part of the distributive field in its own hands. 

It should not however be apprehended that this commer- 
cial monopoly has led to an exploitation of the customer; just 
the reverse of it. For. the selling prices are deliberately — res- 
tricted at a low level so that mass distribution mav be facili- 
tated. Another interesting feature is that the chain store is 
most often not concerned with the more expensive type of 
goods, for which, because of their verv nature, the demand is 
restrictcd. “The principle of standardisation which is so very 
Important in chain store and which has been so very success- 
fully applied to prices and supplies has been extended to as 
many aspects of the chain store as possible, for, it is even 
‘fextended to the architecture of the branches, their external 
appearance and internal layout all possessing a characteristic 
similarity. In size as welt the individual branches are 
standardised so tar as local circumstances permit.” No such 
instance of commercial monopoly. entirely independent of the 
producer and, in turn. exercising control over the latter, can 
be cited for India, so far as I can see. 

So far about the chain store. A variant of the multiple 
shop organisation is the tied shop which in most cases, emerges 
as a result of financial difficulties of the tradesman already in 
business who, in return for certain financial or other assistance, 
allows the helper to exercise some degree of control over his 
business. The tied shop organisation however differs from the 
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multiple shop organisatiou proper in so far as the tradesman 
is not in the employ of any one but virtually independent, his 
hands being tied in certain respects only because of the finan- 
cial obligations incurred. In such a case the trader strives to 
keep the fact of the shop being ued a secret from outside 
public, because if it leaks out, he would lose his reputation and — 
credit in the market. A slightiv different type of tied shop 
arrangement is to be found in case of agency concerns, where, 
of course, the tie is mutual. Thus, e.g., the agency firm = mav 
enter into agreement with the producer that the former would 
stock goods produced by him, strive to further their sale in 
preference to those of Gthers and probably dispose of a spect- 
hed quantity of the same within a certain time limit, in return, 
enjoying certain advantages and concessions from the producer 
in matters of credit, price of the product, or direct: financial 
assistance. 


Post) Office as Intermediaiy—-Mail Order Business. 


Phe mail order business is an organisauion which — origi- 
nated first in America in view ol the vastness of the country. 
With the development of transport faciliues and cheap 
postage, this sort of trade received a great stimulus in view of 
the fact that henceforth the people living at a distance or in the 
interior, could obtain their required commodities by merely 
dropping an order, at a nominal expense. Thus where the 
customer for one reason or another is obstructed from seeing 
the goods personally and handling them, this sort of trade — is 
most suited. He may have scen advertisement for a particular 
thing, or received a free catalogue, or may have seen his friend 
or neighbour using the same; his desire to obtain a particular 
commodity is stimulated, what he is to do is simply to send 
orders by giving details, if any; and within a few days he will 
receive the goods at his own door at a nominal expense. 

This sort of retailing differs from any other in all its 
zspects. As there is no need here for attracting the passerby, 
it has no necessity of having elaborate shop fronts, or window 
dressing or interior equipments. Since space is the barrier > 
between the purchaser and the seller, there is no need _ for 
appointing a trained salesman. Nor is it necessary to make a 
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judicious selection of site, since site is no criterion here. What 
is needed at most is a warehouse, whose situation is immaterial, 
provided it is not far off from the post — office or the transport 
facilities available. “he necessity for the warehouse may even 
be obviated in those cases where the concern purchases goods 
on receipt of orders and may arrange’ for the despatch direct 
from the wholesaler, instead of bringing them into his own 
warehouse. What is needed at most is an office and some ordi- 
nary men to assist in the matter of purchase and despatches. 
These matters are so very simple that there is no need for the 
appoinunent of skilled labour but may be carried on = m 
routine process by any layman. ‘This is all the more so 
because the trader can arrange for an even flow of pressure of 
work on the staff. In the case of a retailer this is not possible, 
because at certain hours of the day, sav, in the evening, he may 
have to meet the requirements of many customers at a ume, 
while for the wholeday there may pracucally be no work. In 
the same way, at some period in the vear there may be a greater 
rush of customers than at others. “Phe ordinary retailer must 
be alert to the demands of all, and for that purpose, the sales- 
man he should appoint, must also be equally efficient so as to be 
able to deal with many customers at a time to the fullest satis- 
facuon of the latter. Not so in mail order business. It may 
so happen that at some time of the year. too many orders are 
rushing m. But it all is in the hands of the trader who can 
distribute the work of despatch over a reasonable number — of 
days, thereby obviating any unnecessary pressure of work on 
the staff. 

From the description given above. it may appear to some 
that the mail order business has the least elaborate organisa. 
tion and therefore entails the lowesi cost of distribution. The 
appearance is partially true or not true at all. It is of course 
admitted that the costs of distribution in this type of organi- 
sation are not of the same sort as those in the organisation of 
a retail trade proper. But. for the pushing of sale. an entirely 
_ different sort of expenditure has to be incurred: and therefore 
what appears to be saving at first sight is no saving at all and 
may in fact be a greater expenditure. Thus the costs of adver- 
lisement, postage, warehousing rents and = charges and the 
return of merchandise sent on approval are by no means negii- 
gible but at times mav cancel out any economies obtained in 
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other direction. ‘This is not all. ‘To make the mail order’ 
business a success is a task of much greater difficulty, in view of 
the geographical barricr separating the customer from the 
seller. Therefore, the seller must be shrewd enough to know 
the requirements of his prospective customers from a distance 
and issue advertisements accordingly so that the psychological 
weakness of the latter may be cxploited and demand created. 
In this respect the task of an ordinary retailer is simple 
enough in -view of his close contact with the customer or in 
view of the customer's personal inspection and handling of 
the commodity before purchase — It is well known that there 
are three types of customers—customers knowing their view 
when they enter into the shop, customers knowing — their 
requirements but needing the attention of the salesman in the 
matter of choice and customers originally having no intention 
of purchase but afterwards having their interest stimulated in a 
particular article by one means or the other, and it is the last 
two groups that constitute the majority of shoppers. The 
retailer, coming as he does in contact with them, can win them 
over by a few minutes’ talk: but the mail order businessman 
is in difficulty. So far as the first type of customers is concerned, 
he need not be worried. But in the second and third types, 
difficulty is enormous. fis advertisements must be so effective 
that they can win over these two. That requires the services 
of experts in this matter, which is a costly affair. 

In spite of its glorious beginning the mail order business 
has not developed to the extent to which it was expected to 
develop in the U. S. A. and in recent years it is showing a 
declining tendency. Soine of the mail order concerns have 
supplemented their original business with chains of depart- 
mental or other stores, while some departmental stores have 
mail order business as a branch, placed under a department. 
Jn England, in view of shorter distances, this typs of business 
organisation has never found a strong footing. In India, in 
view of the vastness of the country, the prospect of mail 
order business seems wide enough; but in view of the 
illiteracy of the masses, this type as an independent one is 
of little help. Where goods are sent per V. P. P., e.g., in case 
of books, this sort of retailing is only a part of ordinary retail: 
ing or wholesale trade. 


ORGANISATION QE’ HOME TRADE 115 


Consumers’ Credit—Hue Purchase System. 


In economic literature a distinction is often drawn 
between demand and_ effective demand. here may be 
-demand for a particular commodity; but unless it is backed by 
purchasing power, it cannot be regarded as effective. There 
fore, some devices were sought to be discovered by which the 
people, who have demand but who cannot make it cflcctive, 
can satisfy it without at the same ume bcing strained. The 
retail trade organisauion that we have discussed so far is con- 
cerned with the man with a rupee in the pocket. “They do not 
care for those whose pockets are empty. So the device which 
sought to remove this inability of a certain” section of the 
population is known as consumer's credit, which implies loans 
of money or sale of goods in time to individuals who use the 
money or the goods in satisfying their daily wants. Con- 
sumer's credit, it is interesting to note, is a neglected device so 
far as the banks are concerned, tor, under modern banking 
system, consumer's credit, as aistinguished from investment 
and commercial credit, has no place in any _ country, 
India being no exception. A certain amount of trade credit is 
however extended by retailers in villages and towns, to a paru- 
cular section, specially the government officers or others having 
a fixed monthly income who receive goods on credit and settle 
accounts once a month after they receive their salary. But 
there is no organised instituuon for the purpose of advancing 
consumer's credit. 

A recent development of consumer's credit is the intro- 
duction of hire purchase system. In a hire purchase system, 
the proprietor of the concern offers to the customers — articles 
whose prices are too high to be paid by them in) one instal- 
ment. The payment is therefore to be made in stipulated 
instalments over a period of time. ‘Vhis payment in instal 
ments should not however be confused with instalment trading. 
In case of instalment selling, a certain) amount of pay- 
ment is required on the delivery of the article, and the 
balance is paid off in weekly or monthly instalments. It 4s 
the peculiarity of instalment trading that under it the article 
is sold out and therefore cannot be returned, and the instal- 
ments must be paid. If the purchaser finds it inconvenient to 
hold it, he can sell it off at his discretion. Not so in hire- 
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purchase system. In a hire-purchase system, the article being: 
hired, the person, possessing and using it, is not its full owner; 
he has simply hired it. ‘Vherefore, he cannot sell it out and 
ii he does so, he commits a criminal breach of trust and the 
seller can recover the article from sub-buyer. In a_ hire- 
purchase system, a certain amount is deposited with the seller 
and further weekly or monthly instalments are paid ir 
accordance with the terms of the contract. 

There are two limitations in the way of the success of hire 
purchase trading. In the first place, the hire-purchase system 
can be successful only in case of persons whose credit: and 
ability to pay are sufficiently well-known. As such it is mostly 
confined to persons with a fixed income or to salaried classes. 
This being so, the very object of consumer's credit, viz., grant- 
ing of credit to those who cannot make their demand effective 
by making payment for a thing at a time, is frustrated, in so- 
far as it is limited within a section of people who are sure of 
their income. And secondly, there is the possibility of the 
trade being too much reckless in the granting of credit, and 
unless proper care is taken, it will involve the whole trade in 
disaster. In India, the hire-purchase trading is limited to the 
sale of expensive. articles like motorcars. typewriters, sewing 
machines, furniture, costly books. etc and is apparently res- 
tricted to the well-to-do circles of the towns and big cities and 
has not spread to urban and rural areas. The suggestion for 
the supply of agricultural implements to the agriculturists on 
hire purchase system is an old Gne, but does not seem to have 
made much headway in this country. “The expansion of the 
hire purchase system would help a very large section of the 
population in this country. 

In countries where hire purchase trading has developed 
considerably the concern often finds it difficult to provide 
capital. Therefore finance corporations have been founded 
with a view to assist them. It is the function of these finance 
corporations to buy the hire purchase agreement from the 
dealers, either with or without their endorsements and under- 
take to collect the instalments on their own responsibility. 
These corporations charge a certain percentage by way of their 
own remuneration of capital advanced and services rendered. 
Where the dealer gives his endorsement on the agreement, the 
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risk of non-payment is shared between the dealer and the Cor- 
poration, m which case the charge made by the latter is com- 
paratively less. When, however, the risk is not shared but is 
undertaken by the Corporation alone, it retains a larger ner- 
centage on loaned amount towards its charge or profit, as a 
reserve against bad debts and as remuneration for the trouble 
of collecting instalments. This reserve is frequeatly returned 
when the Corporation has realised its money. 

Another form of consumer's credit, known as club trading, 
has assumed diverse forms and has become very prominent 
among the poorer population of the chief industrial areas in 
England. The most common type of club trading is one in 
which the member receives goods he wants to purchase before 
the full payment has been actually made. It is interesting to 
note that although this type of trading is limited among the 
poorer sections, who are most likely to create trouble at the 
time of payment or may refuse altogether the payment, yet the 
extent of bad debt in this type of trade is “‘surprisingly low.” 
It also depends on the sense of morality of the members, which 
alone is a secure foundation for this type of trading. 


Pricing under Retail Trade. 


A study of pricing under retail trade would be of interest 
in view of the fact that it is the retail trader who charges a 
price which comes out of the pocket of the consumer. ‘This is 
the last transaciion in the chain and all the previous purchases 
and sales were mere eflorts at pushing the thing to its destination. 
At each stage of transfer, certain items of costs and profits are 
added. ‘The retail trade is not an exception to this. Had the 
matter been this far and no farther any separate study of pric- 
ing would have proved superfluous. But as will be seen pre- 
sently from some sample examples, price of the same commo- 
dity becomes different according as the seller belongs to one or 
the other of the different types of organisation. The only 
expression of pricing under retail trade in classical economic 
literature is to be found in the writing of Taussig, according 
to whom retail prices are governed by custom. But this sort of 
‘too simple a statement is worse than none. The correctness of 
‘a general statement of this character can to some extent be 
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found in the interior markets of our country where the petty 
shop-kecper most often does not keep abreast of current deve- 
Jopments and so long as the stock in hand is not exhausted, he 
will not like to change the level of prices he has fixed, no 
matter how very great may be the fluctuations in wholesale 
prices. When his stock is exhausted and he has to purchase 
the same at a higher price, he may raise the price if his com- 
petitors do so and the demand for the commodity is inelastic; 
but he must do so if the change continues over a long period 
or is a permanent one. In case of a fall in prices, he will not 
in ordinary circumstances like to lower it, for the low prices 
may be short-lived and when raising again he may have to face 
tremendous opposition from the consuming public. ‘To this 
extent therefore price is governed by custom. It must however 
be admitted that in certain insiances the hold of custom on 
prices has proved so very important, that it has often been 
thought to be a wise policy to change the quality and/or size 
of the package of goods rather than bring a change in price. 
This sort of adjustment is very common in case of articles 
popularly used, e.g., tea or tobacco. 

But custom is not the only factor, and a thousand other 
considerations creep in before the price for the commodity, so 
far as the customer is concerned, is determined. It is interest- 
ing to note that economic theory is incorrect in so far as the 
price is the last thing to be determined by a market process. 
The price is already calculated by the seller, and marked on 
the face of the commodity or on the cover either actually or in 
cipher; the customer must either be ready to pay the price as 
demanded if he wants to get possession of it or simply to quit. 
The practice of charging an exorbitant price and then as a 
matter of higgling lowering it slightly, but still having it much 
higher than the actual ,cost price is now gradually giving way 
to a fixed price, whatever that may be and however that may 
be determined. The retailer, in calculating the price is mainly 
influenced by the following factors. The first factor to be con- 
sidered is the costs of goods—costs of production and also costs 
of distribution till it reaches the retailer, supplemented by 
the working expenses of the latter. The calculation of costs 
till the arrival of the goods to the retailer's shop is quite a 
simple task; the retailer has already paid them and therefore 
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dhey are already calculated. But a great amount of difhculty 
presents in the calculation of working expenses, which in 
many cases are calculated, at the end of each year,, in a rough- 
and-ready manner. ‘This is one of the greatest imperfections 
in the detcrmination of prices, for the working expenses added 
to the price arc not the actual expenses but what the retailer 
thinks them to bc, and most often he will think them to be 
more instead of less, particularly so when there is no competi- 
tion between different retailers or when all of them adopi a 
standardised process a this respect. The actual working 
expenses are not the same for dilterent retailers handling the 
same line of wares. ‘Lhev vary with the services rendered, risks 
undertaken and sales turnover. Where more elaborate sales 
services, including delivery services, are maintained, the work- 
Ing) CXpenses wl increasc, though not proportionate, to a 
certain extcent-—to what extent, will, of Course, vary according 
to the volume of sale. “Hhus if as a result of the manitenance 
of sales services, the velume of sale increases, the cost incurred 
by the retailer for them is distributed cver a greater number 
of arucles. Tt alt is a question of turnover; the greater the turn- 
over, the less will be the cost per unit, no matter whether the 
total Cost as it is may scam very high. Working expenses also 
vary according to the risks undertaken, though this factor is not 
of major importance me retail trade in view of the fact. that a 
greater part of the risk ty boive by the producer and the whole 
saler, But vet. in view of the limited resources at his disposal. 
the risks undertaken by the retailer, though apparently small, 
are not negligible irom his standpoint. Thus if as a result of a 
sudden change m demand. the stock of a parucular commodity 
has become blocked. he cannot but strive to incorporate the 
joss in working expenses and realise it in the price of other 
commodities. But then he cannot charge a price different from 
that charged by his competitors. 

Secondly. the quality and reputation, two incalculable 
factors, cnter into price determination. “Ehus there are some 
customers to whom a commodity of high price is qualitatively 
superior, though there can be no logical connection between 
high price and quality. Tt is all a question of psychological 
‘satisfaction. “These customcrs do not, and in fact have not the 
capacity, to examine the truce quality: they are simply satisfied 
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because since they have paid a high price, the commodity 
cannot but be good. The econemist would say that these are 
abnormal pcople and therefore aced not be studied: the busi- 
nessman knows that they are not a raritv. In the same way, 
there are some commodities which have long been in use and 
have been kept up in- public cstimation by continuous 
advertisement; and even when a superior type of rival comes. 
into the field ai a lower price, it may find it difficult to com- 
pete with the high priced article. ‘“Lhis is invariably the case 
with products coming from a new concern, unless the latter 
happens to be an all-readyv reputed one, backing the distribu- 
tion of the goods by the wide range of propaganda. 


Thirdly, the price policy of the retailer is a determinant, 
nay, an important one. Thus when pavinent is made in cash, 
the policy pursued by the retailer would be quite different 
from that when goods are sold on credit and pavinent will be 
made by instalments. In order to stimulate cash transactions, 
retailers are often found to give a rebate or discount. or other 
inducements for cash transactions. The granting of these con- 
cessions is to the mutual advantage of the seller and the 
customer—the seller, because not only cash transaciions but 
also turnover are stimulated. and the customer because he 
gets the commodity cheaper and sometimes is rewarded in 
kind. In England, some of the shops have adopted ‘dividend 
stamp” scheme. For every cash purchase certain number of 
stamps are given which increase as the money spent on pur- 
chase increases. The customer is provided with a book in 
which these stamps are to be affixed. When the book is filled. 
or a definite portion of it, according to the conditions, goods 
to a specified value may be obtained from the shop without 
further charge. In case of instalment system, however, since 
the price is paid over a period, higher price is charged for 
covering the loss to the seller due to his money lying idle. An 
intermediate system is to be found in case of some concerns 
supplying electricity who grant credit for a short period and 
also a rebate if the payment is made within a specified date. 


Fourthly, different prices are charged by retailers for the 
same type and quality of commodity according to the difference 
in their organisation. This point we have already clarified in 
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connection with the discussion on departmental store where 
il was scen that prices vary because the customers, instead of 
shopping in this quarter of the town, has selected that quarter 
and instead of shopping in this store has selected that one. It 
may often be said that high price is charged, say, in a depart- 
mental store because of high services rendered; but it is ques- 
tionable whether thc high prices are in keeping with the 
extent of services rendered. Piobably, the high prices are 
charged, not because of high costs nor because of elaborate 
services. but, as in the case of first class railway fares, simply 
tO entrap a certain class of customers who have ability to pay 
and therefore must pay, and also, probably, the store wants to 
shut out the ordinary customers. The precise explanation 
from cconomic standpoint is possible in’ this case. On the 
contrary, in the case of fixed price chain stcre, where business 
is carried on on a mass scale, both purchase and distribution,— 
probably on a larger scale than in case of departmental store—- 
voods are disposed of ata lower standardised price. The self- 
nmposed imitation of a departmental store by its peculiar price 
policy for the same sort of goods stands in marked contrast to 
the policy pursued by the chain-store. In this case therefore, 
the particular type of organisation and sales policy are the 
determinant of price. 


Vhus it will be seen that fram the standpomt of the 
retailer as also that of the ulimate consumer no single explana- 
tion of price determination is possible. It varies from com- 
modity to conmmodity according ay one is mm use Over a greater 
period and backed by good advertisement, from one store to 
another according to their organisation and sales policy and 
from locality to locality according as one as frequently visited 
by the fashionables and the other not. and from one district: to 
another or from one province to another owing to lack of in- 
formation, mobility, etc. Sentiment also plays a great part 
When an Englishman is purchasing goods from M/s. White. 
away Laidlaw and an Indian a piece of Khadi even though both 
are ready to pay, and actually do so, a higher price, with this 
mental satisfaction that they are doing their best to support 
home industry. No less important role is played by tariff in 
‘the determination of price. When America goes protectionist, 
she helps the maintenance of high prices within tariff walls, 
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which under ordinary circumstances would have gone down. 
When England goes off gold, she deliberately lowers the price 
of her exports so that effective competition in world marker 
may be rendered possible. ‘These and a thousand other factors, 
visible and invisible, determine prices and any theoretical 
formulation which fails to incorporate all those—and they 
must apparently fail to do so---are worse than no formulation 
at all from the standpoint of business; the so-called dynamic 
theories are not sufficiently dynamic so as to incorporate all 
these factors. 

We have noted above somc of the elements that determine 
the price policy in retail trade. A new problem.has however 
been created owing to the recent monopolistic tendencies in 
this field. For long this monopoly presented itself in the form 
of patented goods. But the manufacturer of to-day has gone 
a step further. He is not mereiy satisfied with the legal pro- 
lection given by the patent office but tries to exploit to the 
fullest extent the psychological weakness of the consumers bs 
branding the goods and_ thereby establishing a permanent 
reputation and capturing the goodwill of the customers. He 
is not merely satisfied with the determination of price at which 
he will sell to retailer but is equally interested in the ‘‘resale”’ 
price, z.e., the price at which the commodity reaches the 
consumer. In such a case the price system loses its clasticits 
and its place-is occupied by a rigid system of price control and 
price uniformity. This regulation is of two types, viz.. in the 
first place, that exercised by the manufacturer in the form of 
branding of goods and thereby fixing their price, and in the 
second place, by the retail trade itself which, through some 
organisation or other, exercises control over the margin at 
which the members of a particular retail trading group should 
sell their wares. It is very difficult, at this stage of the 
development to pronounce any judgment on this new control, 
Only time can show, particularly so when this type of controls 
and regulations are not yet widcly extended in this country, 
whether they are beneficial in the interest of the consumers. 
But one thing is certain. The age-long assumption that the 
forces of demand and supply determine price and regulate its 
movement must to-day be discarded in favour of one in which 
price is being regulated by certain monopolistic groups. both 
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in the field of production and distribution, by their control 
over supply. 

Thus we are living in an economic system in which price 
of articles—at least branded articles, and they are increasing in 
number—is determined beforehand and not left to the market 
forces nor to the business position of the retailer. Previously, 
when the rule of branded goods has not come into existence. 
the price that the retailer charged may in some circumstances 
have been determined by custom but mainly it was determined 
according as what the market was in a position to bear. The 
retailer made his purchases at the lowest possible price and 
tried to realise as much as he could on them according to the 
circumstances of the market. ‘Thus his bargaining position 
determined his profit. Not so te-day. Most of the articles in 
which a retailer deals are branded goods with prices fixed by 
the manufacturers. His margin or discount, whatever that 
may be, is determined in the one case by his trade association 
or by force of competition among the retailers themselves and 
in the other by the manufacturer. “The only way in which the 
retailer can expand his profit total is only by effecting an 
increasing turnover. This fact al) the more shows why 
effective salesmanship, which is the only way of increasing 
turnover, is so very essential in present-day retailing. 


The present-day retailer ts therefore interested in two 
things, first the turnover, and second the margin. ‘Turnover is 
a matter which depends on the demand for a particular com- 
modity from the customer, which in its turn is influenced bv 
the price fixed by the manufacturer. If the retailer in a 
particular locality is not satished with his turnover, what utmost 
he can do is to give up his deal in’ that particular” ware. 
If however the reaction of ihe whole market is unfavourable, 
the manufacturer must either improve the quality or lower 
the price. But generally these factors receive the consideration 
of the manufacturer before the price is so fixed and he is little 
affected by the grievances of a particular retailer, unless the 
grievance happens: to come from some strong trade association. 
The other factor in’ whiq: the retailer is interested is the 
determination of margin. This determination of margin is 
also a complex task. But in the main it is influenced on the 
one hand by the position of the manufacturers and on_ the 
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other by that of the retailer and also by the nature of the 
demand. If the commodity is one which is largely demanded 
by customers and the retailer cannot do without it, in that 
case the producer is in a strong position and if the producer 
raises the price that he charges lrom retailer, the retailer will 
be in a delicate position to forego a part of his margin rather 
than to give up his deal in that particular commodity which 
is in so high a demand. One interesting case is “noted by 
Hermann Levy in his Reta Trade -lssociations. In 1906 
Messrs. Lever and Co. announced an increase in the price of 
soap to retailers, which would have reduced the margin to 
retailers from 175 p.c. to 12) pwc. ‘“This was a demonstration 
of the firm’s strength and of the favoured quality of its pro- 
ducts, which had almost acquired monopoly value; the retail 
trader was to bear at least part of the burden, for ‘Messrs. 
Lever rcfused to raise the retail price.’ ” Where the producer 
is NOt in sO strong a position, but some sort of combination 
CXists among retailers, the latter will exercise its influence on 
the determination of margin. At umes the organisation — of 
retailers may combine with the producer on some matters of 
pricing and thereby may have .its influence on price policy. 
At times where this organisation is sufficiently strong, and the 
producer's position is definitely weak owing cither to the 
existence of limited market or to the competition of rival 
firms, the Litter is guided by the former in this matter. Where 
however. the producer is in-a strong position cithcr because of 
reputation and goodwill that he has been able to carn or 
because of conceniravion of production in fewer firms, the 
retailers’ position tends to be delicate and his margin conse- 
quently small. 


A further difhculty ing the determination of margin is 
presented by the tact that conditions in retail trade are 
least standardised and therefore the cost items in different 
types of retail trade organisation are different. Even in a coun- 
try like America which is well-known for standardisations and 
where the administration also is very particular in these 
inatters, the problem has not yet been adequatcly solved. In 
other countries the condition is still very backward and hence 
the difficulty all the more great. , 

A few words may be said about the margin in the Indian 
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ietail trade in case of agricultural produce. Unlike in case of 
manufactured products, the margin in case of agricultural 
products shows wide divergence partly due to the ‘extreme 
variability” of the product and partly due to ‘tithe process of 
bargaining which accompanies almost every transacuon.” in 
the words of the Report on the Marketing of Rice ot India 
and Burma, “Retail prices are never marked on the articles 
offercd for sale and the tivst price asked by a retailer is gencrally 
put forward more as a basis for arguinent than as a serious 
quotauion. It is also common experience that the appearance 
and status of the prospective buyer is an Mnportant factor im 
determining the price to be asked. In other words the quota- 
tion is based on what the customer is esuumated to be able to 
pay. But for those agricultuias  producis, or at least those 
varicties for which competition is very great, the margin 
naturally declines and in some cases may even become 
negative. As standardisauion of agiicuitural products — will 
take piace. this compicniig Vaiability as also the confusing 
andoai times aidtiaal mubaphlicity of nomenclature will give 
way and margin will be regularised. Wrth the imerease in the 
mam ber of retail trade associauions and with the extension of 
the arcas served by thane aiso. a belprul development ino this 
line as likely to take place. 

Mauch has bec said on branded goods and price policy 
with regard to them. But even in case of those goods which 
wre not branded, the price at which the retailer sells comes to 
be facd by torce of Circumstances and price maintenance then 
becomes the rule. In fact, price cutting by any retailer 
is treated very unfavourably by his fellow tradesmen and has 
tho received indignation from the verv many writers on retail 
tiading who have gone so far as to” regard it as “anti-social 
acuivity.”  “Pheyv have net altogether neglected the factor of 
cHiciencs. “Phus af the price cut is due to increased efficiency 
of any businessman, it is not regarded by them as anti-social. 
On the contrary, this particular trader ‘is cntided not only to 
the adinnaden of his competitors, but to the thanks of the 
public as well.” But ‘any man who, at the expense of his 
fellow merchants or manufacturers, persistently sells any 
article without taking a decent profit is like the cheating 
golfer. If evervbodv followed his example. as he knows well 
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enough, the whole commercial structure would smash to hell.” 
The United States has gone to the extreme in the matters of 
price maintenance because in some of the states sale below cost 
is regarded as unfair and the judiciary has given its decision 
against such practices in some cases. Maintenance of price 
was also one of the important and interesting features of the 
United States N. R. A. codes. 


But one thing should strike at this point. Is it possible 
for any retailer to sell below cost permanently, unless the price 
at which he is selling is above the cost that he incurs, leave 
aside the case of others? Tf that is not so and if this ‘sale be ow 
cost” is rendered possible because of his increased efficiency, the 
expediency of any legislation against such practice can and 
should be questioned. If however this reduction in price is 
not due to real increase in efficiency but a case of price cutting 
pure and simple, even then there is no need for legislation, for 
such procedure cannot go on ad infinitum and the seller must 
either fall in line or be ousted 

There are cases. again. when price reduction is a definite 
policy. Take the case of clearance sale at the end of the 
season. If thev fellow the policy of price maintenance, they 
cannot attract the same number of customers and they must 
carry some stock till the next season at the risk of their being 
spoiled. Or take the case of different editions of Tagore’s 
books. Some are sold at a high price while others containing 
the same thing are sold at a low price, these being the popular 
editions. There are certain publishing concerns who are 
bringing out some of the old famous books at a very low price. 
It cannot be said that price maintenance should applv in these 
cases. Yhus it is clear that price policv in retail trade is not 
the result of the two economic forces of demand and supply 
alone, but also of various non-economic factors, as also of 
factors connected intimately with the type of business 
organisation. 


Importance of Salesmanship in Retail Trade. 


The importance of salesmanship in retail trade need not 
be emphasized. We have already said that the retail trade is 
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the one which comes into contact with the consumer. In the 
previous stages, no salesmanship is called for. The wholesaler 
obtains goods from the manufacturer, either direct or through 
agents, and so also retailers. 1n so tar as the agents deal with 
the wholesalers and retailers for inducing them to purchase a 
particular linc of wares, they work as salesmen. But the 
precise nature of their work is quite different from that of the 
ordinary salesman in a retail store. In the first place, the 
agents have to deal with a limited number of persons and firms 
and secondly they are dealing with those who must purchase 
some line of products for their business. Not so in case of a 
salesman. He is to deal everyday with innumerable pcrsons, 
some of whom may be mere visitors satisfying their vacant 
curiositv while others have no fixed demand but may purchase 
something if they are induced to do so. Here arises the need 
for salesmanship which is a great art in the field of business. 
According to Houghton, salesmanship is an ‘‘art founded 
cn the principles of economics and _ psychology.’ It is the 
function of the salesman to bring these two factors together 
with a view to the attainment of a certain objective, viz., cffect- 
ing sale. The economic principles are those which are appli- 
cable to man in his economic life where he is guided by the 
motive of ‘‘getting a living.” But mere getting a living is not 
enough and is followed by its distribution over various meets 
which is determined by the needs of the man, the means in 
band and the relative urgency of the needs, these all being 
determined by the psychological make-up of each individual. 
Here comes the application of art and an expert salesman ts 
to study the behaviour of each individual and explo hin 
accordingly. ‘The more accurate this study of behaviour. the 
greater the degree of success attained by the act. Houghton 
has given a very nice simile. ‘‘You can think of the art of 
salesmanship as a fabric of interwoven strands. A piece of cloth 
is made up of strands which are woven together, The warp 
consists of those which traverse the length of the cloth and the 
weft consists of the shorter strands which traverse its breadth, 
and, to a great extent, determine its pattern, The art of sales- 
manship can very well be compared with a pattern of cloth. 
The warp represents those principles of economics, the weft 
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Fashion. 

History and general rcputauion. 

Social vaiues. 

Special terms of sale, guarantecs or continued service 
terms, hire purchase terms. etc. 

Convenience. 
Ease of use. 

Value in relation to other articles of — similar 
character.’ 


The salesman must be familiar with these — selung 
points, which is of absolute importance in winning over the 
customer and bringing about his satisfacuon. 

In Western countries,—-in some of them = at least,— 
systematic training is given to salesmen. A comprehensive 
course is prescribed tor and, before a salesman is appointed, he 
has to be fully trained, In this country no such — systemaiic 
educational facilities have been arranged. Whatever is learnt is 
learnt because of long association, sometimes from the very 
childhood, with business. But those who at an advanced age 
take a decision to work as salesman cut a poor figure when 
appointed in a concern. The so-called commercial education 
imparted by men having in most circumstances no idea about 
the practical ficld is extremely helpless, particularly in 
matters of salesmanship, which, being an art, requires a practi 
cal handling of customers and not a bookish knowledge about 
it. The system ot keeping apprentice or being appointed — as 
salesman seems to) be the only solution, which, if associated 
with systematic wuaining according to the requirements of 
handling Indian customers, would be of immense — benefit to 
the future trade of India. 

With the development of ihc press and postal facilities, 
another form of salesmanship has come into being, viz., adver- 
tisement. It differs from salesmanship proper in so far as the 
appeal to human psychology is of an indirect type. In. sales- 
manship the appeal is made direct to the customer, and that 
too one at a time: the wordings of the appeal can be modified 
according to the requircments of the situation. In advertise- 
ment, appeal is made to a large number of persons at a time 
and the appeal is repeated, may be in different words, so that 
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it may create some impression on the readers. In Western 
countrics, this method of appeal has gone so far that articles 
are so.d most often, not by the direct appeal by salesman, but 
by the brands familiariscd through the medium of advertise- 
ment. So far as India is concerned, advertisement cannot be 
regarded as a very effectiv. wcapun, mainly because of the 
prevailing illiteracy. Most customers in the interior and many 
in big cities need the attention of salesman. ‘Uhere is another 
obstacle as well. For, the foundation of advertisement,  viz., 
branding of goods and registration of trade mark, is rather 
weak. ‘There is no provision for the registration of the trade 
mark, the priority in usc being given to one who is already 
using it. But it becomes, at times at least, extremely difficult 
to prove this priority. At times again” the same or similar 
brand may be used by more than one concern, the others 
benefiting by the advertisement of one. With the growing 
literacy, this medium will assume increasing importance in this 
country as well. 


Reaction Against Capitalistic Retatling—--Consumers’ 
Co-operation. 


Consumer’s co-operation is a reaculon against capitalistic 
retailing, having as its object the climinauion of middleman 
and his profit. In this respect the Jead came from Great 
Britain which maintains the biggest store—the Rochdale 
Pionecrs. ““Qne may measure the stores of other nations by 
the degree in which they fall short of the Jinglish model; for 
itis the measure which they themselves apply.” The objects of 
the pioneers were defined as follows in the original rules. 

“To form arrangements for the pecuniary benefit and 
improvement of the social and domestic condition of its mem- 
bers by raising a sufficient amount of capital in shares of one 


pound each to bring into operation the following plans and 
arrangements : — 


‘““The establishment of a store for the sale of provisions, 
clothings, etc. 


‘The building, purchasing or erecting of a number of 
houses, in which those members desiring to assist each other 
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in improving their domestic and social condition may reside. 

“To commence the manufacture of such articles as the 
society may determine upon for ihe cmployment of such mem- 
bers as may be without employment or who may be suffering, 
in consequence of repeated reduction in their wages. 

“As a further beneli and security to the members of this 
society, the society shall purchase or rent an estate or estates 
of land, which shall be cultivated by members who may be out 
of employment or whose labour may be badly remunerated. 

“That as soon as practicable, this society shall proceed to 
arrange the powers of production, distribution, education and 
government; or in other words to establish a self-supporting 
colony of united interests or assist other societies in establish- 
ing such colonies. 

“That for the promotion of sobriety a temperance hotel be 
opened in one of the society’s houses as soon as convenient.” 
The fundamental features of the Rochdale system of co-opera- 
tive store are two-fold—sale of commodities at market price on 
cash terms, and distribution of profits among the members in 
proportion to their purchases. 

The central management and = administration of a 
co-operative store are vested in the members, in a committee 
formed by members and the officials of the society. It is the 
function~of the committce to formulate the general policy of 
the society and it is for the members to consider and criticise 
and thereby influence and mould the policy so formulated. 
Another function of the committee is to supervise the officials 
of the society in the execution of their functions. In the case 
of a big store. the committee may appoint a number of sub-. 
committees to look after the work of diffcrent departments. 
The day-to-day working of the societies is looked after by a 
general manager, who is an employce of the society, assisted, if 
necessarv, by branch managers. 

In matters of purchases, the committee of the members 
plays a very important role. With the expansion of the store, 
however, this function has to be delegated. For, where _ pur- 
chases are considerable in volume and value, a greater degrec 
of specialisation would lead to convenience, and economy. 
Not only that, purchases in present day economy need con: 
siderable technical knowledge and _ information which are 
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beyond the capacity‘of the members of the store, most of whom 
have no knowledge of the technicalities. Often the purchase 
policy is determined by the general manager; but in a_ big. 
co-operative store this may be delegated to a special depart- 
ment consisting of experts in the matter. But the co-operative 
stores are inca disadvantageous position as compared with — the 
capitalistic retailer in one respect at least. For, the committee 
would require that all or as) far as practicable the purchases 
must be made from co-operative wholesale society or any othe 
co-operative sources. any purchase from outside sources being, 
made only when the former are not in a position to supply. 
This aspect of the problem has been of special importance in 
this country in view of the inadequate development of 
co-operative sources of supply. Even to the small extent to. 
which the store movement has developed in this country. at 
times and in some provinces it has found it difficult to obtain 
supplies from such sources and has been compelled to tap other 
possible sources, more particularly to purchase direct from the 
producers. “This, it is natural, is viewed with great concern in 
co-operauive circles. But in the present stage of the develop- 
ment of co-operative sources of supply. their unorganised 
character and their inability to supply guaranteed quality of 
articles at competitive prices. it is too much to expect the store 
movement to be organic in character. In the present stage of 
Hts development, it cannot disturb the loyalty of its members 
by its efforts to patronise the undeveloped and _ inefhcient 
wholesale societies and cater for the needs of the members with 
less cfhciency and at higher prices. “The structure of the store 
movement mi this country is as vet too weak to be able to with- 
stand any compulsion in this respect. But) then if the co- 
operative sources of supply do not get adequate customers 
from their brothers-in-faith, it will not be possible for them to 
pull on. Under the stress of wartime conditions, a greater 
degree of co-operation is visible between the two. But with 
the end of the war the conditions would change and if the 
wholesale societies are unable to bring about improvement in 
their working. 1t would be extremely difficult for them to pull 
on, Therefore, ways and means should be thought out from 
now so that the small amount of co-ordination that has been 
possible may continue and develop still further. 


1.B.—13 
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Another controversial problem connected with the 
co-opérative stores is that of price fixation. We have already 
examined some samp.es of price fixing in capitalistic retailing; 
in co-operative retaiing the problem is slightly different 
owing to the fact that business in this case is performed not 
for profit but for mutual benetit. Hence the problem centres 
round the question of the percentage which shall be added to 
the costs of production and distribution in order to cover the 
working expenses and allow a reasonabie profit. We have 
already seen the difficulty in calculating working expenses 
which vary from concern to concern. No less disputab-e is the 
question of determination of the reasonable rate of profit. So 
far as the latter is concerned, much depends on the desires of 
the members. They may want to have the goods at low prices 
—lower than the prevailing market prices—and be contented 
with a nominal dividend; or, they may be prepared to pay 
equivalent to the market price, but desire to have higher 
dividends declared. But here arises another conflicting consi- 
deration. As already mentioned, the making of profit is not 
the co-operative ideal and its success is to be measured not by 
profits derived and dividends declared, butl by the services 
rendered for the benefit of the inembers. Nor is it at the same 
time wise to supply goods at a price lower than the prevailing 
market price, for that brings about an unnecessary conflict 
with capitahstic retailing. That is why the  princip'e under 
the Rochdale system is to sell at the market price and grant a 
rebate on purchases, so that it does not conflict with the 
co-operative principle of not making a high profit, while at the 
same time it avoids unnecessary friction with capitalistic 
retailing.” At times the utilisation of capitalistic methods, e.g., 
granting of rebates which is genera'ly used to push sales and 
encourage cash payments, with a slightly different objective, 
the technique, however, remaining the same, is essential for 
the stability of the economic structure. 

Since the objective of the co-operative store is to look: after 
the interest of the members. one principle should therefore be 
followed in matters of price fixation. It is well-known that 
owing to the operation of the various economic and non- 
economic factors, prices in capitalistic market fluctuate vehe 
mently and though the retail prices are more or less stable, yet- 
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ahey are not altogether immune from the effects of such fluctua. 
tions, and whcn spcculative spirai is high, the private 
merchants may be profiteering, by charging high prices either 
dircct or by bringing pressure on consumers by withdrawing 
supplics. ‘Phe co-opcrative store should however not deviate 
from the principle, and join with the speculators. The posi 
tion evinced by the stores in India seems to be extremely weak 
in this respect owing to their almost absolute dependence on 
capitalistic production and intermediaries of supplies. “This 
dependence, unlike that in England, has been the cause of the 
failure of the Indian stores even in- provinces like Madras 
where they .have made great progress comparatively, to 
influence the market conditions and they have in actual fact 
followed the latter. ‘‘Either it (stores) should produce all such 
goods itsclf or should assist in the formation of co-operative 
producers’ societies from whom it can get all its supplies.” 

Another important point connected with the sales policy 
is that of credit sanctioning. It has often been asked whether 
sales by co-operative societies should be made on cash terms or 
on credit. Credit undoubtedly is the basis of modern com- 
merce. But as far as co-operative store movement is concerned, 
the spirit and principle are quite clear. Its object is not the 
same as capitalistic commerce. Most often its activities are 
limited to members; even when the non-members are attracted, 
the pomt of attraction should be, not credit, but low prices. 
Therefore, trading on cedit has been opposed by the veteran 

co-operators. Whatever that may be. even in countries like 

_ Eng’and, “‘the societies have been compelled to sink their 
principle in order to gain a_ footing.” In India, however. 
sales should be effected on cash terms: for, if credit is 
encouraged, the movement will be nipped in the bud. Even 
when the movement has _ sufficiently progressed, insistence 
should be placed on cash transactions. 

When we speak of co-operative stores in this country, it 
should not be taken to mean that there is any such thing as a 
store movement on a large scale in this country nor should it 
be. conceived that the stores supply a greater part of the needs 
of the members. In most provinces it has made only a humble 
progress and in others the progress is negligible. Even in 
Madras, which may be regarded as a natural home of store 
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movement, ‘the history of consumers’ or distributive — co- 
operation in this province. with the single exception of the 
Triplicane stores, has not been a record ot success.” ‘The earlier 
difficulties in the way of the store movement have been legal 
in view of the fact that the stores had to combine credit in 
order to get themselves registered undcr the Act of 1904. “The 
association of credit with sale canno. however be regarded as 
a sound principle in the early stages of the store movement, 
particularly so when many of our credit societies have been 
suffering from the accumulation of overdues. “he organisa- 
tion and functioning of the stores were also no less detective. 
“Some of the stores suffered by wrong location. Purchases. 
were not made in the proper centres, in the proper seasons and 
and in sufhcient bulk. Prices paid were. therefore, unfavour. 
able. Working capital was insufficient for stocking goods; and 
the Central Banks were not, generally, inclined to help the 
stores to buy in bulk and stock in advance. ‘There was noi 
cnough business talent among members of the managing com- 
mittee: if there was, it was not dissociated trom — self-seeking. 
Due to lack of workers with leisure and inclination to do sus- 
tained work. paid staff had to be appointed for every kind of 
work and that added to the overhead costs which had to be 
spread over a limited quantity of goods. The margin — that 
obtains between the wholesale and retail prices is much too 
small in our markets, where there is cutthroat competition 
among dealers who are far too numerous for the volume of 
business done. The violent fluctuations in prices between the 
tame of purchase and that of sale in certain vears forced some 
socieules to close down. The depression hit hard every kind of 
Instituuion and the store had its share of troubles. Members - 
found it more and more difficult to purchase for cash. The 
pernussion given by the Registrar to societies to sell on credit 
up to half the salarv of a member was not of much avail to 
many. In fact’ there are iew towns where a large clientele 
could be found with a steady and substantial income to be 
depended upon to be ever loyal to the society. The salaries of 
most of the middle class educated men in towns are lower than. 
the wages of the better type of working classes who are the 
backbone of the urban consumers’ stores in industrialised 
countries and even‘of the rural stores in Denmark.” (Year 
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Book and Directory of Indian Co-operation, 1942). This is a 
fairly extensive list of the defects and disadvantages from 
which our store movement suffers even in Madras. The picture 
in other provinces is all the more precarious. 

In recent years, however, the store movement has made 
slight progress, and the ‘‘uew iunpetus to consumers’ co-oper:- 
tion after a long period of comparative stagnation” has been 
due to wartime developments. But this must not be taken to. 
mean that stores have cropped up throughout the country; 
nothing of the Kind. Whatever development has taken place 
is restricted mainly to Madras Presidency. The lines ot 
development in that province have been varied. In the first 
place, there has been an cnormous expansion of rural primary 
co-operalive stores, as is shown in the following figures : ~ 


(Source: Eastern Economist V4. 2. 47). 


1938-39 1943-44 
Number ot Co-operative Stores > ? | 745 
Number of members .. 2888 110164 


(In thousands of rupees) 


Share Capital Bad 17 1619 


Borrowings from Go-operative banks — ... oo O198 
Borrowings from other sources 3 is 1762 
‘Total Borrowings ‘ee: 4] 1960 
Borrowings outstanding duc to 

Co-operative banks —— hyo 
Borrowings outstanding due to others ... 7 74 
‘Total Borrowings outstanding 4 2200 
Total Working Capital a 56 4062 
‘Votal Purchases .. $28 ize 
Total Sales ai 3951 19648 


Uhe causes of this enormous expansion are so many. Since 
‘supplies are limited and markets controlled, the need for 
‘eficient management and effective salesmanship is not so great. 
‘The customers accept anvthing they are offered. The — stores 
are relieved of so many other functions that are very essential 
‘im peacetime, ¢.g., collection of market intelligence, knowledge 
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of sources of purchase, etc. ‘The increase in the purchasing, 
powcr of the rural popwiation and the extension of clientele 
to non-members have been additional favourable factors. 
Secondly, the growth of stores was facilitated by the establish- 
ment in certain districts ol co-operative wholesale societies. 
Upto 1939, such societies were quite unknown. Beginning 
with the establishment of two such societies in 1939, their 
number increased. Another line of development in that pro- 
vince has been the growth in the number of Workmen’s Stores. 
Even previously, some texule and other milis established 
stores for their own workmen. They were organised under 
the control of the employers and with the financial and other 
assistance received from them. ‘The most notabte of | such 
stores is that organised by the Buckingham and Carnatic Mills 
in 1922 for supplying the essential requirements of the workers. 
The goods are sold at a low price, sometimes lower than that 
prevailing in the market. “olten 25 p.c. less.” But they are 
not truty workers’ stores in so far as the entire management is 
in the hands of the mill authorities who are not even ready to: 
grant the workers a share in management. possibly because 
they do not want to relax their contro! but mainly because it 
will open the door for outside interference who dominate so 
much over the labour organisations in this country. What- 
ever that may be, and although the possible danger of their 
degenerating into iruck shops cannot be denied, vet so far, on 
the whole,~they have becn scrviceable to workers. Since the 
commencement of hostilities, the Department of Co-operation 
in Madras has organised a number of co-operative stores for the 
mill workers in the Coimbatore, Madura and Tinnevelly dis- 
tricts. “Che employers have been very much sympathetic and 
helpful to these stores. Thus the Madura Mills Company 
‘has not only placed a very spacious building at the service of 
the society for a nominal rent of Re. 1/- per month but also 
granted loans to the tune of Rs. 80,000 at 4 p.c. interest, and 
what is more, it has given subsidies to the extent of Rs. 1 lakh, 
the principal object of which is to enable the society to sell 
provisions at less than cost price, in fact at pre-war prices. The 
society did not suffer any loss at first, because of favourable’ 
purchases made prior to the rise in prices. The members even 
got a rebate of one anna per rupee of purchases. But the loss 


ORGANISATION: OF HOME TRADE 199 


began from August 1941 and the Company had to make good 
the loss by a subsidy ot Rs. 50,000.” (Indian Co-operative 
Review. April-June, 1942, article by K. C. Ramakrishnan.) 
A fourth line of developinent in Madras has been visible in the 
iederation of all the stores in a district into a who-esale society 
with a view to facilitating the purchase of goods, the two most 
outstanding examples of this being the Madura-Ramnad C. W. 
S. and the Coimbatore Central Co-operative Stores, but the 
loyalty of the members is greater in the case of the Coimbatore 
Stores possibly because ‘the board of directors of the Central 
Stores is more representative of the employers. By 1944-45 
their number increased to 21, with 8764 primary stores as 
members. These wholesale stores have not only been linked 
up with the distributory system of the contro'led articles but 
also have been recognised as ‘‘bulk importers’ from Central 
and Northern India and have expanded their spheres of deal- 
ing even to non-members. But the sources of production are 
hardly co-operative and supplies are obtained from following 
sources: 62 p.c. from Government Civil Supplies agencies, 
21 p.c. from production centres, J0 p.c. trom _ private 
traders and 7 p.c. from other sources including less than 1 p.c. 
from co-operative sources. Finaily, a new line of development 
that has crept in is concerned with the granting of credit 
facilities. “The objection from the standpoint of co-operative 
principle against credit and its emergence in practical field 
even in) England has already been noted. But the recent 
developments ‘in the store movement in Madras also has not 
been free from this practice. Thus the central banks have 
been ‘advised to extend credit facilities not only to_ store 
sociclies and the wholesale societies but also to members of 
rural credit societies to gct their suppties from the stores on 
credit by the use of specially devised non-negotiable cheques. 
The store societies them:elves have been permitted to sell 
goods on credit upto a cautious limit defined by the Depart- 
ment. It must however not be forgotten that these develop- 
ments are confined to Madras only and have not affected or 
improved the situation in other parts. It remains to be seen 
how far these developments are naturalised in Madras in 
post-war years. | 

' The most notable success attained by co-operative store 
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in Madras, and also in the whole of India is that attained by 
the Tripiicane Urban Co-operative Socicty, which, judged by 
the Indian standards of the movement, may be spoken of as 
the Rochdale of India, started in 1904 by a group of fourteen 
men, on a humble footing, and making slow progress in initial 
stages. The society registered an advance even before the out- 
break of the first world war. But the greatest expansion came 
in the years following the war, particularly during 1924-30. 
The progress was for the time arrested by the depression, but 
again started since 1938 On the Ist of December 1941, the 
number of members was 6724 (about 6000 during 1924-30 and 
5570 in 1936). The paid-up share capital which exceeded a 
lakh in the vears 1924-30, declined to Rs. 81,312 in 1938, but 
inspite of withdrawals permitted by the bye-laws, the paid-up 
share capitals went up once more to Rs. 91,771 in W941. At 
the latter date the Society had a Reserve Fund of Rs. 1,08,250 
and a Common Good Fund of Rs. 37,587. “The Society deals 
Ina variety of goods, mainly foodstuffs. Tt has a big depot im 
Nellore district for the purchase of paddy from the producers 
which it holds in stock and converts into rice by milling or by 
handpounding. It manufactures the gingelly oil and has to a 
great extent solved the problem of good supply of the same in 
the areas served. It also makes soap-nut powder on a small 
scale; so also, coffee is roasted and ground. It sells cocoanut 
oil produced by Messrs. Tatas at Cochin. Among other lines 
of goods Randled, mention may be made of coffee, tea, other 
Indian beverages, sugar, almonds, cashewnuts, spices and 
condiments of several kinds, biscuits and sweets, toilet articles 
and a few drugs, charcoal, cattlefood, etc. The latest venture 
is the supply of piecegoods, particularly the*handwoven — pro- 
ducts of several weavers’ cooperative societies in the 
presidency. 

Since the outbreak of the war, a greater degree of co- 
Operation between the Triplicane society and the Madras 
Government, not in the matter of control but in the matter of 
expansion of its activities with a view to render assistance to the 
public, not only against the worst features of capitalistic 
commerce but at times when many private shops were closed 
owing to emergency, has been a _ remarkable feature. The 
‘Government assistance has in the main assumed two forms—to 
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permit the society to stock certain essential articles of con- 
sumption in special godowns, and to have a number ol 
emergency shops opened in all parts of the city of Madras. 
Sales were thrown open to non-members, and articles con- 
sumed by the poor were also supplied. 


Conclusion on Consuiners’ Co-operation. 

‘The worst features of capitalistic retailing have never 
expressed themselves in so naked a manner as they did since 
the commencement of the second great war and the need for 
‘consumers’ co-operation was never felt so intensively as it.was at 
this time. Madras has proved more progressive in this matter 
than any other province. Thus the Registrar of Co-operative 
Societies in that: province remarked that ‘if’ profiteering had 
conunued the number ind business of co-operative — stores 
would have increased by leaps and bounds.” The cnlightened 
atutude of the government in that province has been of con- 
siderable help. “Vhe picture in other parts is just the reverse , 
Parucularly in’ Bengal, where there is no co-operative store 
movement worth mentioning, with the increase in the fury olf 
capitalisuic commerce and the peculiar attitude of the govern- 
ment. the consumers have simply succumbed. It is after all a 
question of taking people mto confidence. But the great gap 
that separated the consumers from those in power has alwavs 
stood in the wav and with the increase in profiteering, — the 
helplessness of the people has simply increased. The only 
lesson left by this situation is that self-help is the best help and 
that for the future co-operative retailing, at least in) supplies 
vital—including their production, whenever possible. but at 
least purchase and store through sister organisations,—ought 
to have a good prospect in this country. If they can assume 
huge proportions, controlling not only price. but production 
as well, thereby having a predominant influence on the 
market, a great number of the ills of the present distributive 
machinery mav be rectified. 


Retail Trade .tssociations. 


In capitalistic retail trade, tendency in recent years 
‘is') towards the formation of Associations. which is a 
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new form of monopolstic organisation. During the 
last century, free tirade was assumed to be _ the 
underlying {cature of industrial organisation; but the course 
of business shows thar the assumption was not correct, and 
quasi-monopotistic organisation underlies all business  struc- 
tures in all parts of the world. Even when quasi-monopolistic 
organisation came to be accepted as a normal feature of indus- 
trial organisation, people were cocksure that monopoly would 
never influence trade. In the words of Heimann Levy, who in 
hiy investigation on Retail Tirade Association in Britain 
writes, ‘“‘Just as it was supposed formerly that ‘free trade 
would make industrial combination impossibte in this coun- 
try, so nowadays the argument 1s frequently heard that the 
great multiplicity of trading out’ets will never allow  quasi- 
monopolistic retail trade organisations to flourish for any 
length of time Yet Kar.e's in this country developed inspite 
of free trade and retail trade associations with the uncon- 
cealed aim of restricting competition are to be found in every 
corner of trade activity inspite of the large numbers of single 
traders. But, again, similarly to industrial combinations in 
former days, retail trade associations have been fortunate to 
remain m the background of publicity.” In this country in 
view of the fact that retail trade in most parts of the country 
is still in very o'd form of organisation, this new tendency 
towards combination is not very catensive. In some 
arcas, as in Ahmedabad, thc organisation very much 
resembles the primitive guild system. But in cities 
like Bombay and Calcutta where retai) trade has sufficiently 
developed and can compare very favourably with the retail 
trade of any big city in the West, the recent tendencies at 
combination are not altogether absent. Some reference to this 
aspect has been made in connection with our discussion on 
combinations in commercial organisations in India in an 
carlier chapter. 


CHAPTER VIIL. 


ORGANISATION OF FOREIGN TRADE. 


Introduction. 


It is too well-known a tact to need mention that exports. 
ol our country constitute imports of another country. We 
have considcred, m brief, in Chapter VI, what the circum- 
stances are under which a country imports goods produced in 
another country, in other words, the circumstances under 
which the producing country exports. There it was empha- 
sized that goods are imported by a country, not because of its 
Inability to produce them, nor because ol cost advantages, but 
because if must. At least this is true for this country and also 
for smaller and dependent cconomies. Theoretical economists. 
have all through been advocating the case for a free flow of 
international trade. Thus Staley writes, ‘'A policy that. res- 
trains modern man from using the knowledge he has acquired, 
that restrains him from using resources in ways that have 
become essential to his present modes of existence in some 
parts of the world, builds up pressures for an explosion. 
Economic walls at national boundaries, far from preventing 
conflicts. themselves create a greatly materialistic basis for 
future wars. One of the first principles for those interested in 
economic progress and political peace must be: Lessen the 
economic significance of national boundaries.” Or the Repori 
on World Trade, issued by the British National Committee of 
the International Chamber of Commerce believes that ‘‘the 
most effective instrument of securing the cconomical distribu- 
tion of production is a wor'd market to which all have access 
without favour or discrimination: and tn which rules a world 
price, locally modified by transport charges and as little as 
possible bv tariff.’ These are bright pictures unsupported by 
realitv, and the realistic study shows that the world market is 
being exploited by the big commercial nations for their 
personal benefit. even to the detriment of other countries. 1s 
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will be seen in connection with our discussion of restrictions 
on foreign trade and their consequences on India. 


Export Agencies: Agricultural Products. 


It is this item of discussion that is of major interest for us 
in. so far as we are one of the most important countries 
exporting agricultural products to the world market. It is one 
of the grievances of the Indian trading community that the 
share of the Indians in their loreign trade is a negligible pro. 
portion. According to an estimate presented by the Indian 
Chamber of Commerce, Calcutta, in their representation 
before the Central Banking Enquiry Committee, the share of 
Indians in this trade is less than 15 p.c. of the total. “This 
means not merely a loss by Indians in the matter of controll- 
ing their own foreign trade, but also a loss on account of com- 
mission, brokerage, insurance charges, etc., which constitute so 
very important items in her balance of payments and there- 
fore a continuous drain on her resources. “Vhere is hardly any 
reason to expect that the situation has improved since — the 
above representation was made; on the contrary, it has det 
nitely deteriorated Owing to the increase in the outflow of 
goods from India which has given a greater scope to these 
agencies tg earn a lot. It should not, however, be taken that 
this exclusion of Indians from handling their own foreign 
trade is due to any inefficiency on the part of Indian merchants; 
just the reverse of it and inspite olf so many difficulties it is 
really wonderful that they have, at least to some extent, how- 
ever negligible, forced themselves in. ‘The main reason for this 
disability is the peculiaa attitude of exchange banks towards 
Indian concerns and the facilities that they grant to their own 
men, a fact which will be discussed in a subsequent chapter on 
hnancing of foreign trade. 

Roughly speaking, the export trade of India, is in the 
hands of export houses working in the port towns, and some- 
times having their branches in the upcountry centres. The 
details of their working differ slightly from commodity to com- 
modity and may conveniently be studied for one or two of 
them. Let us take the case of the export of rice from India.. 
These exports are of two types, either to the neighbouring out- 
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side markets or to distant markets. When rice is sent to, say, 
Ceylon or Mauritius, the exporting firms send goods in many 
cases to their own selling agents in the foreign markets. Occ>- 
sionally, however, large buyers maintain their own agents in 
important producing centres or their representatives may pay 
periodical visits to the supplying = markets to inspect the 
quality of the produce and make direct’ purchases. The 
machinery is however a bit complicated in case of long distance 
exports. A large proportion of the sales in distant overseas 
markets are made on the basis of a sample annually prepared 
by the London Rice Brokers’ Association and are based on the 
average quality of the preceding season's shipments. “The con- 
tract form of the Calcutta Rice Merchants’ Association, which 
is more or less typical, uicludes description of rice to be dell- 
vered, quantity, price, date and port of shipment, terms of 
payment and delivery and = provisions for the settlement ol 
disputes. 95 p.c. of the bill or invoice value of the goods 1s 
advanced and carnest money may also be demanded from the 
buyer if the party is unknown or its status is in doubt. Genc- 
rally however this condition is set aside as the parties are 
thoroughly well-known to each other. Exporters’ selling con- 
tracts for Bengal rice shipped to Europe are almost invariably 
made on the contract of the London Rice Brokers’ Association. 
Such sales are made with full guarantee and on ex-ship terms. 
the contract being signed in London by the representatives of 
the sellers living there and the buyers. The Bombav Rice 
Merchants’ Associations’s contract is based on c. i. f. terms or 
godown delivery at Bombay at the discretion of the © seller. 
Strictly speaking this contract is only for shipment and delivers 
rather than for futures transactions. Ti is the duty of the 
Association to look after the satisfactory fulfilment of the 
contract. 

The export transaction through London has often worked 
against ‘the interest of Indian rice. The trade of Europe in 
Indian rice being a small one, the London brokers have not 
paid much heed to Indian shippers, with an ultimate motive 
of not antagonising their clients of Burma or Siam rice who 
constitute a huge proportion of their trade. This has often 
been resented by shippers in India who have tried to establish 
‘direct relations with the buvers outside the United Kingdom. 
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Since 1936 and 1937, till the outbreak of the war, a certain 
proportion of the sales to European countries has been 
effected with Hamburg arbitration, and to North America 
with New York arbitration, and also with the West Indies 
direct. 

The export trade in wheat also was practically mono- 
polised by about half a dozen international grain merchants 
whose cperations in India were controlled from Europe, usually 
in London. Most of these concerns had widespread buying 
organisations in up-country. consisting of a number of agencies 
and sub-agencies staffed with exporters’ own personnel. This 
method was very common not only in the cxport of wheat but 
of barley, grain, oilseed, etc. An alternative method of purchase 
in the interior was through guarantee brokers working on the 
lines of commission agents. With the decline in wheat trade 
since the thirties a greater part of the inland organisations of 
international grain merchants was withdrawn, being regarded 
as uneconomic, and the guarantec brokers have come to occupy 
a more important role than previously. “These purchases are 
made on port-pass contracts, which now account for half to 
three-fourth of the total quantities of wheat handled by 
shippers. This contract implies the acceptance by the seller of 
the buyers’ weights and analysis in respect of goods railed bv 
him to the shipper at the port of loading, in consideration of 
which he may have already received an advance of anything 
from 80 to 90 p.c. of the value of the goods sent either from 
the shipper’s agency upcountry or from the port headquarters 
of the firm. The balance is adjusted after the goods have 
been accepted, weighed and analysed. The main conditions of 
a typical port pass contract are concerned with quantity of 
wheat purchased, quality, source of origin, crop year; type of 
packing and basis of admixture. The contract is non-mutual. 
For, if the goods contain more than the stated free tolerance. 
the buyer may either accept the goods with a!lowances in. 
accordance with the buyer's scale of allowances for excess 
refraction in force from time to time, or reclean wheat at 
seller’s expense, or accept the goods with an extra allowance 
to be fixed by buyer over and above the allowance according to 
the scale, or reject the goods claiming and_ recovering from 
the seller any loss. But if the goods contain less refraction. 


ORGANISATION OF FOREIGN ‘TRADE 207 


than that allowed, no prominence is given to that. Another 
method of purchase by these exporting merchants is known as 
‘agency pass.” In this, goods are analysed, approved, weighed 
over and final payment effected on the spot by the exporter’s 
local agency. In a few cases, wheat used also to be bought on 
‘‘station pass’? terms, which meant that the seller gave deltvery 
at the Railway station and the goods were inspected and 
passed finaly at that point. These export merchants then 
arrange for the export of wheat and similar other grains. 

As in the case of wheat and other agricultural products, 
so also in the case of oilseeds, the export trade of India is mostly 
in the hands of firms of non-Indian origin, which have got 
their buying organisations in the inland centres. Among these 
firms, mention may be made of Ralli Bros., Vo!kart Bros., and 
Sassoons. In comparison with the quantity of seeds handled by 
them, the share of Indian export houses is almost negligible. 
The transaction between shippers in India and crushers in 
England and Europe is rarcly direct, there being a long train 
of intermediaries between the two, particularly so in England 
where the banks are not so very lenient as to the granting of 
facilities to their customers, and the crushers, who need large 
sums of money to keep the mills provided with sufficient supply 
of oi'seeds, have often to take recourse to the brokers. 

Indian oilseeds are sold in Europe and Britain on the 
basis of the terms contained in the contracts of the Incorporated 
Oilseed Association, London. ‘The contracts of the Association 
are very many, each being applicable to different types of oil- 
seed, and there being in all 48 or 50 different contract forms. 
These contracts are based not on C. 1. F. basis, but on “sound 
detivered” terms, the shipper being responsible for all risks 
upto the destination. The result of this has been that the 
contracts, containing as they do all sorts of clauses about risks. 
have bccome extremely complex. The most disquieting 
feature of these contracts is that they contain terms which arc 
sometimes not quite in the interest of Indian shippers of oil- 
seeds. Their complexity and intricacy and consequent lack of 
understanding have often involved Indian shippers in loss. 

' Or take the case of the export of sugar Here the ship. 
ment is a monopoly of two concerns. It is well-known that 
under the International Sugar Agreement of 1937, India was 
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debarred from seaborne exports to places other than Burma. 
Under this agreement, which was in force till the other day, 
India was able to export sugar by sea to Burma and Ceylon 
and by land to Afganistan, Central Asia, ‘“lurkistan, ‘Tibet, 
Nepal, Sikkim and Bhuian. The procedure is as follows: 
Sugar is purchased by the exporters from the selling agents, 
although the goods are despatched direct from the mull siding 
to Rangoon via Howrah and if they are purchased on condt- 
tion of shipment by flats, via Jagannath Ghat and bills of lad- 
ing are sent direct by the mills to the exporters. ‘Uhe ship. 
ment to Burma is effected in case of Railway by M/s. Cox and 
Kings, Ltd., and in case of flats through M/s. Kalburn & Co. 
Over and above the price of sugar, the exporter has to pay 5 
annas per md. to the selling agents for meeting various charges. 
When the goods arrive at Rangoon, the exporter has to pay 
Ry. 2/-per cwt. as excise duty and Re. }/-to obtain customs 
ceruficate showing that the goods have paid duty in Burma. 
Uhe exporter then obtains refund of excise duty from the mills 
on production of the said ceruficate. Most of the Rangoon 
merchants prefer to purchase sugar on condition that the 
exporters deduct the Burma excise duty from the sale bills, 
thereby foregoing the botheration. Various defects in the 
export procedure were brought to the notice of the Tarif 
Board on Sugar Industry (1938). It was pointed out that the 
difficulty with regard to excise and other matters was a severe 
handicap. As regards the refund of excise duty by the mills. 
it was pointed out that often four months elapse before the 
payment is received. But a greater complaint about excise 
duty was that the exporters could not get the refund unless 
they consigned sugar through M/s. Cox & Kings, Ltd., or M/s. 
Kilburn & Co. The notice of the Board was also drawn to the 
fact that on the ariival of goods at Howrah, the shipping agents 
take delivery and ship them by steamers; exporters are given no 
Opportunity of examining the goods and they do not know the 
conditions of sugar before its despatch. The exporters cannot 
claim damages, which might have occurred during transit either . 
from railway authorities or from steamer company. Nor:-do 
the exporters know when and by what steamer, sugar is 
shipped. - * : 
The purchase and sale of agricultural products in ‘ inter- - 
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national market are effected either by oral agreements, through 
brokers, on the basis of samples, or by auction or through pro- 
duce exchanges, In case of oral agreements on the basis of 
samples, the transactions are recorded by both the parties to 
the transaction by making appropriate entries in their  pur- 
chase and sales books and may o: may not be confirmed bv 
letter. ‘These entries which are not signed show such parti. 
culars as the date of transaction. quality, quantity, price and 
the name of the broker. If the goods are to be consigned to 
any destination outside the centre in which the transaction has 
taken place, the date of despatch and the place of delivery are 
also recorded. Business by oral agreement is governed by 
customs prevailing in each particular trade, and in many 
cases standard forms of contract are in use. In the preparation 
of sample from agricultural products, difficulties, however, are 
not rare, as is the case with the preparation of the ‘‘fair 
average quality” sample of Indian rice in London. ‘This 
sample is prepared annually by the London Rice Brokers’ 
Association and is based on the average quality of the preced- 
ing season’s shipments. It is argued on behalf of the exporters 
that the succeeding crops may be a very good one in which 
case shippers would be consigning goods superior to the 
standard but would receive no premium. But if the crops turn 
out to be inferior, the shippers would be penalised. In other 
products, however, the condition is not as bad as that men- 
tioned above. Whatever that may be, sales by oral agreement 
are based on sample. If the shipment has already arrived, the 
bulk may be inspected in some trades; in other cases a sample 
will be remitted to the intending customer. The warehouse 
accepts the responsibility for the sample being representative of 
the bulk. When sales are made against supplies that have not 
arrived, the trade descriptions denoting the trade are usually 
used as the basis of transactions. 

Another method of sale dating back to the 14th century 
and subsequently perfected by the Dutch is the sale by auction, 
Products of a perishable character, and those which cannot 
conveniently be standardised and graded are generally sold by 
auction. Such products need be inspected by the intending 
customers for the determination of price. Such auction sales 
are to be found in London for tea, coffee and wool; in Amster- 
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dam and Rotterdam for rubber, tea, coffee, tin and spices and 
in New York in hides and furs. The increasing importance of. 
international auctions has resulted in the development of local 
auctions in rubber at Singapore, in tea at Colombo and in 
other things at Dutch East Indies and elsewhere. In_ the 
aforesaid cases, auction sales take place in products derived 
from several sources. In recent years, auction method of sale 
is being resorted to on a large scale by individual concern or 
a group for the disposal of their products, though these 
methods are not so very common as that in products derived 
from several sources. 

A more developed method of purchase and sale in agricul- 
tural products in international markets is through the mecha- 
nism of produce exchange, which needs a little elaborate study. 
The goods dealt in are those which are classified into well- 
defined grades, universally known, and these change hands on 
the basis of standard contracts. The daily prices of various 
commodities deali in are being determined according to 
market conditions, and prices so determined may be taken as 
world prices. The local produce exchanges of different 
countries have connections with the international produce 
exchanges and are influenced by price fluctuations in the latter. 
The working of produce exchanges gives an idea as to how the 
prices of gaods, dealt in in international trade are determined. 
It presents a remarkable realistic approach to price deter- 
mination, as distinguished from the mere theoretical, static or 
dynamic, approach. It is well-known that the commodities 
dealt in are few, easily gradable, and universally recognised. 
Transactions take place through dealers, who, by their anti- 
cipations of future events and, operation accordingly, keep the 
market position more or less balanced. A study of the supply 
side is all the more interesting. The commodities dealt in 
may exist in another part of the globe; most often it does not 
exist. ‘The seasonal outputs actually fluctuate; but the dealers 
in produce exchanges need not bother about them. Many of 
them may be interested not in goods, but in differences and the 
transaction is closed as soon as difference is received, This 
should not be taken to mean that there is no genuine transac- 
tion; there are, and possibly many. But many again are merely 
speculative and yet their role in the determination of prices is 
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by no means negligible. kxchange transactions cover two 
different types of dealings—spot and future. In spot dealings 
an agreed quality of a commodity is to be delivered imme- 
diately or at an agreed future date. The exchanges do not 
bother much over such transactions and after they have pro- 
vided the central meeting place and laid down rules for mem- 
bers, their function is over. By far the more important type 
of transactions in produce exchanges are those concerned with 
futures contracts. As already said, dealers are not interested 
in commodity itself, nor would they like to receive it at the 
future date when the contract matures, so that by the differ- 
ence they may gain or lose. It 3s this type of transaction that 
characterises the working of produce exchanges and _ deter- 
mines prices of goods deliverable at some tuture date. 
Naturally the goods are those whose prices are liable to wide 
fluctuation with slightest change. For, if the prices are stable, 
no speculation can go on. Therefore, these produce exchanges 
are the best illustration of a free market, market where there is 
no contro] either as to price, or production or supply nor is 
there any monopoly in the goods. ‘The market must be free, 
liable to fluctuation by the slightest ebb and flow. But even 
then the mere forces of supply and demand do not determine 
price; in both matters, there is scope for artificiality, a non- 
existent demand and a non-existent supply, which are mere 
creations by the operations of the dealer with a view to pocket 
the differences in prices. Free markets are less free than they 
are supposed to be. 

‘Two recent changes in the export practice of our products 
may be noted here, before we bring the discussion on export 
agencies in agricultural products to a close. In the first place, 
Calcutta will henceforth be the world’s tea centre instead of 
London. We have already noted that tea was sold by auction 
in London. Henceforth it will be done in Calcutta, This 
will not only mean greater revenue to the state derived from 
income-tax but also is expected to result in greater volume of 
sale when auctions are in full swing. The brokerage which 
used to go to London so far. will also be retained in_ this 
country. Besides, the new arrangement will help the restora- 
tion of private trading in tea, in place of the bulk purchase 
contract which was so far arranged by the Government of India 


242 INDIAN BUSINESS 


on behalf of the British Government. Sccondly, in place ef 
granting export licences, a practice which was prevalent so far, 
the government are introducing the ‘Fender System for exports. 
The drawbacks of the existing system were that the export 
licences were granted to established or approved shippers, that 
the new entrants were barred from participating im export 
trade, and that the existing shippers reaped undue profits by 
taking advantage of the big gap existing between internal and 
external prices of some export commodities. “hus according 
to the Indian Trade Journal, the price of groundnut oil im 
Madras towards the end of March, 1947, was Rs. 305 per candy 
of 500 Ibs.; in London the price tor the same in April came to 
about Rs. 655/-. The introduction of state trading would 
have brought this huge profit to the state but would have des- 
troved private trade. Hence a middle course has been adopted 
by the introduction of tender system which will apply in case 
of following commodities: (1) Non-essential vegetable oils and 
oil seeds, 7.¢., groundnut kernel, groundnut oil, linseed, linseed 
oil and castor seed; (2) crushed bones and bone grist, and (3) 
soap. If this system proves successful, it should be extended to 
other commodities of export as well. 


Export Agencies—Manufactured Goods. 


Export agencies in manufactured goods do not interest 
us much in view of the fact that manufactured products con- 
stitute a minor proportion of our total exports. But. for the 
sake of completeness of our study we must mention the organi- 
sation and functioning of export agencies in advanced  indus- 
trial countries, Although they are of limited interest to us at 
present, vet with the development of industrialism in this 
country, some or all of them wili be of interest to us. As in 
Other fields. the function of export being rather technical and 
complicated, specialisation has been no less essential in this 
field than in others. Accordingly, a number of agencies with 
varying organisations and working on different terms according 
to the nature of the services rendered, have come into existence. 
The work involved includes export proper, either direct to the 
importer, or through the intermediaries operating on behalf of 
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the country of import, the export being a sale on cash or credit 
terms, or on consignment, or through the sales organisauion 
maintained by the manufacturer in the country of import, 
Banking facilities, shipping and insurance and market research, 
propaganda and promotion of sale. Of these, this section is 
concerned with export proper. 

In export trade, two types of direct trading are quite well- 
known—direct trading with importers abroad, and direct trad- 
ing through manufacturers’ own organisation abroad. In both 
the cases, the manufacturing concern needs maintain an 
elaborate organisation for the purpose. Besides, there are 
various difhculules which may be obviated to a great extent by 
shipping goods through specialised agencies. Lake the case of 
direct trading with importers. Ihe imports of a single con- 
cern, however large, cannot compare favourably as regards the 
volume with imports through specialised agencies who would 
be handling them for a group, and thereby the latter can obtain 
economies in shipping and insurance charges which are by no 
means inconsiderable, but which may not be enjoyed by the 
exporter and importer in case of direct trading. ‘True, the 
increased payment of freight and insurance charges may be 
covered by the importer in the prices, provided he is in a 
monopolistic or semi-monopolistic position; but under competi- 
tion, it may either reduce his profit, or impair his competi- 
live position in the market. But a greater difficulty crops up 
tn matters of credit risk. Before opening transaction with an 
overseas firm. the manufacturer must be absolutely sure im the 
credit-worthiness of the concern, in its integrity and _ efficient 
Organisation in matters of pushing sales. But when the 
services Of an cxport agent puaranteeing payment are utilised, 
this sort of risk may be eliminated. These agents will also 
render services in matters of converting prospective customers 
into regular ones and some of them may go so far in their 
working that the manufacturer can altogether or to a great 
extent eliminate the necessity of maintaining a propaganda 
service for the purpose, but in one type of export commodities 
direct: trading is a necessity, | mean, in case of goods, _ parti- 
cularly luxury ones, which are exported to cater for the varv- 
Ing requirements and tastes of the customers in the country of 
import. Thus it will be found that biz departmental _ stores, 
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e.g., the British stores working in overseas markets, maintain 2 
direct purchase service manned by experts who study not only 
the requirements and tastes of the customers but also the varied 
sources from which goods may be brought in at lowest costs and 
prices, and strive, in casc of newly manufactured goods, to 
bring them into fashion. Leaving aside this case, direct trad- 
ing with importer has been found less convenient and less. 
profitable and is therefore not often 1esorted to in export trade. 

Exports through the sales organisations of — the 
manufacturing concern maintained in the country of 
import are less inconvenient but at the same time less profit- 
able, as has been found by experience. ‘They are less incon- 
venient in so far as the aforesaid risks are eliminated to a great 
extent; but they are less profitable in so far as the goods sold 
by them are not so large, except in exceptional circumstances, 
as to warrant the necessity of the maintenance of an elaborate 
sales service, and the possibility of making sufficient profit. 
Experience has shown that when in the first few years, sufh- 
cient profits are not forthcoming, the activities of the organisa- 
tion are often supplemented by such activities as the import of 
goods from non-competitive lines for dealers inland as also 
export of raw materials and finished goods to then home 
country. These supplementary activities have enabled them to 
work with sufficient profits; but as a sales organisation. pure 
and simple, they are a failure. 

Among the specialised agencies tor the purpose of expott- 
ing manufactured goods. mention may be made olf Export 
Commission Houses, Export Merchants and Expoit Agents. 
A considerable volume of export is handled by the first type of 
specialised agency whose position is essentially that of repre- 
sentatives of buyers overseas rather than sellers at home. It 1s 
a peculiar feature of these commission houses that they do not 
carry any stock on their own account; their only function is to 
supply orders from their overseas customers, for which they 
receive a commission on the value of goods purchased and 
shipped, the commission varying according to the nature of 
goods and services rendered. The powers of these commissionw 
houses vary according as the indent is open or closed. These 
indents sent to commission agents represent not order for 
goods, but order to purchase goods. sometimes from specified 
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concerns or to receive goods to whom order has already been 
sent. An open indent leaves the selection of goods to the 
agents while a closed indent gives full particulars of exact 
goods required and prohably mentions price, brand and name 
of the manufacturer. Frequently an indent from the importer 
is followed by a counter-ofler owing to the fact that the price 
on the indent is not acceptable to the merchant. When the 
offer is finally accepted, the importer sends a _ confirmatory 
indent to the commission house. The commission house then 
proceeds to arrange the purchase or to take delivery from a 
manufacturer specified in the indent and exports them to the 
proper destination. 


Unlike the export commission houses, export merchants 
work on their own account and are responsible for their own 
profits and losses. ‘They are not the manufacturers but pur- 
chase goods from them and sell them in the world market 
through their own selling organisations. Thus their function 
begins with the purchase and financing of goods, pass through 
the intervening stage of making provision for warehousing, 
and ends with their sale. “Their function also includes market 
research and sales promotion. For the greater the volume of 
sale, the greater the distribution of distributing costs, and the 
greater the profits of the concern. {1 is the interest of the 
export merchants to purchase at a low price and to sell at a 
high one, the difference constituting their profit. Orders are 
placed directly with them, though, of course, they may contain 
details about goods. Accordingly, goods are arranged, packed 
and shipped by the exporting merchants. hey do not charge 
a separate item as commission, for, the various cost items are 
included in the price quotation. 


Certain recent tendencies in the functioning of British 
export merchants have been noted by MacEwan in his Overseas 
Trade and Export Practice. He writes that in recent years, 
great changes have come about in the activities of large mer- 
chant organisations. Owing to the highly competitive charac- 
ter of import business in manutactured goods and, also other 
factors, some of these merchanis have gone into different and 
‘more specialised avenues of activity. They have turned from 
trading exclusively in general merchandise and applied their 
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energies, influence and capital to the marketing of products 
whose smaller importing firms cverseas would be incapable ot 
handling them. Engineering plant and equipment, building» 
materials and other products, which require technical _ sales- 
men and specialised knowledge to deal with cftectively, have 
‘had their particular attention. It has entailed the employment 
of technical staff and calls for a type of selling organisation 
differing considerably from that provided by ordinary import- 
ing merchants. These merchants are most often helped by the 
manufacturers in rendering these technical services to the 
importers. But even then it must be borne in mind that the 
manufacturer, though helping the export merchants in the 
sales promotions, are by no means responsible for the profits 
and losses of the latter. 


A third variety of specialised agencies is known as export 
agents, who, unlike export commission houses, are working on 
behalf of the manufacturer, their principal function being to 
popularise the goods produced by the latter in the overseas 
markets. In case of smaller producers, however, a separate 
agent is too costly. Therefore, a sort of travelling agents have 
come into existence who work for different concerns at one and 
the same time. ‘The selection of a travelling agent should be 
made with great care. Because, it he already be dealing in a 
competiiive line, it is no use appointing him, for, he cannot do 
justice to two producers of rival commodities. This caution 
is equally essential for any other export agents as well, who 
may be working for other manufacturers in the same line. It 
is an advantage of the travelling agent that he can keep himself 
abreast of the developments in the overseas market and com- 
municate them to his principal. The function of established 
export agents is simply to obtain orders, and, having secured 
them, to arrange the shipment through commission houses at 
home or through export merchants or packing and forwarding 


agents, the last named being those specialised in the specified 
functions. 


A new type of selling organisation for the pushing of 
sales in overseas markets has come into existence in Germany, 
and to a slight extent, in U. S. A. Group action is very much 
suited to the German genius as is evidenced by the formation 
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of Kartells in the field of production. ‘The field of distribu- 
tion is also not immune from the peculiar influence of German 
genius. MacEwan mentions the following types of group. 
selling organisations devised so far: 


““(1) A group of manufacturers sharing the cost of main- 
taining an exclusive resident agent in an overseas market, who 
devoted all his time to marketing the products of the group. 


(2) A marketing company formed by a group of manu- 
facturers to operate a particular overseas territory, the expense 
being shared between the members in agreed proportions. 


(3) An independent: company with overseas — branches 
which acts as the selling organisation for a limited number of 
manufacturers who contribute to the overhead expenses on 
a turnover basis and are charged individually with any costs 
incurred specially for their benefit. 


“(4) An association of manufacturers in a particular 
industry, having a ceitra] sales organisation responsible for 
working overseas markets and dividing the orders received 
amongst the associated firms in agreed proportions.” 


Doubt has often been’ expressed as to the efficacy of this 
method of selling on the ground that it submerges the indivi- 
dualism of different concerns into the group-selling organisa- 
tion in matters of sale and therefore may not be liked by those 
countries which are imbued with a spirit’ of individualism. 
So far as small producers are concerned, it sometimes remains 
not a question of liking but of necessity and the conditions of 

world trade have changed so far that newer devices need be 
adopted for the capture of néw = markets and for the 
maintenance of footing in the old 


We have already said that in matters of export of manu- 
factured goods we are not much interested. The slight interest 
that we have concentrated round the export of piece-goods. 
. Our interest in this respect is shown in the following Table 
"- from the Review of Trade 1940-41. 
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Mill Production. Exports. 
1938-39 1939-40 1940-4I 1938-39 1939-40 1940-42 
Grey & Bleached 


Piecegoods : — 
Shirtings and 
Longcloth 1040-1 1011-6 969.0 12-4 11-4 30-4 
Chadars 74-6 706 61-9 
40 3:5 6-2 
Dhuties 1454-8 1230-3 1101-4 
T. cloth, domestics 
and_ shirtings 183-3) 173-2 181-2 0-1 
Drills & Jeans 135-2 122-3 187-8 1-0 1-6 10-0 
Other sorts 449.1 478-3 664-1 61-4 76-8 133-1 
Total 3337-1 3086-3 3165-4 78:8 93-4 179-7 
Coloured 
Piecegoods 932-2 926-2 1104-1 98-2 128-0 210-4 
Total 
pieccgoods 4209-3 4012-5 4209-5 177-0 221-4 390-1 


Other manufactured commoditics in whose export India 
is interested are jute bags and cloth whose export quantity was 
shown as follows in the Review of Trade 1940/41: — 





1938-39 1939-40 1940-41 
Bags (in millions) ‘ 598 121] 678 
Cloth (in million yards) 1550 1561 1546 


The need for a common selling organisation in the _ terri- 
tories served by Indian piecegoods has been emphasized by the 
Tariff Board on cotton textiles. The Board considered that a 
better organisation of the export trade in piecegoods would be- 
of considerable assistance to the mill industry in Bombay. Im 
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1928 the Indian Lrade Mission was appointed for carrying on. 
a survey of some of the territories mentioned in the Taritl 
Board’s Report. Among other things, the Mission — recoin- 
mended the appointment of ‘Trade Commissioners at thiec 
places, of which two were appointed at Alexandria and 
Mombasa. The ‘lariff Board had recommended two further. 
Jines of action. In the first place it recommended that the 
industry should examine the feasibility of a combination of the 
mills interested in the export trade for the purpose of arrang 
ing such details as the manufacture of the lines required, the 
allocation of quantities among members and the prevention of 
imitation of marks and numbers. tt was also recommended. 
that in its own interests the industry should) have its own 
representatives in the principal export markets, which being 
done, in the opinion of the Indian Trade Mission, an addi- 
tional market for 80 to 90 million yards of cloth could be: 
found only in the territories investigated by the Mission. 
Unfortunately. none of the recommendations found favour 
with the industry, the former on the ground of impracticability 
and the latter on ihat of expenditur@tor a sales organisation. 
Even a few years back, the Bombay Textile Labour Enquiry 
Committee made similar recommendations in support of the 
above ones, when they pointed out that “the evils of 
unregulated compctition are so obvious that the need for some 
form of joint endeavour becomes imperative. The division of 
the market on the basis of the sources of supply, the allocation: 
of production of specialised sorts to specific units or centres, 
the better organisation of export markets for the common 
benefit of the industry—these matters must receive earnest 
attention if unbridled competition is to be checked.” The 
conditions of world trade have changed all the more in the 
last few years and if Indian piecegoods industry is to survive 
the scramble that would ensue in post-war world, it should 
give up all sorts of conservatism and combine in matters of 
production and distribution, and adjust its distributive organt- 
sation to the situation as it demands. 

Apart from the need for joint action, it is essential that 
‘the Indian businessmen should be alive to the building up of 
sound reputation in foreign markets. It 1s this aspect which is 
most neglected. The Middle East Countries are our important 
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customers and even there our business reputation has reached 
avery low level, as was found by the members of a Trade 
Delegation which recently visited some of these countries. 
While the members of the Delegation found everywhere a 
keen demand for Indian goods, everywhere they met with 
complaint about the lack of integrity of Indian business. A 
few examples have been given: a frm of ‘Turkish importers of 
indian pepper had received a huge consignment of pepper 
mixed with crushed black stone; impcrters of cutpieces in 
Saudi Arabia where cloth was in great demand complained 
that a large number of bales included cloth which was torn 
and unusable owing to age; and a large consignment of shoes 
imported by business houses in Persia were found on examina- 
tion to contain a disconcerting proportion of cardboard. 
Similar complaints have recently been received from America. 
The government was in part responsible for this state of affairs’ 
in so far as the export licences were given injudiciously and the 
Government representatives in overseas countries had made 
little «effort to examine the bonafides of applicants for import 
licences. Even the Indian exporters are to be blamed for 
their ‘‘callous indifference” towards their customers in East 
African markets who complain about the discrepancy between 
ihe quality of samples and guods actually supplied, defective 
packing and’ finish and such other deficiencies. It should be 
realised in the first place that our export items are now more 
and more becoming manufactured products, and not raw 
materials, for which we will require foreign markets in future 
and secondly, with the approach of more normal times. 
4ompetition is sure to ensue with western countries in Mid- 
East markets and if the Indian businessmen are not sufh- 
ciently alive to this fact, we are sure to lose the market which 
we have captured during war years at heavy cost. Already we 
are in danger of losing our export market in East Africa for 
groundnuts. Our markets in other products will also prove 
short-lived if sufficient care is not taken from now. 


Technique of, and documents in, Foreign Trade. 


When a new customer wants to import goods, it is usual 
for him to make an enquiry as to the quotation so that he can 
estimate whether under existing conditions of: the market he 
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can profitably import a particular commodity. So far as the 
importing merchant is concerned, the price ot the goods, 
unless they are a new line, is already determined and it is for 
him to see whether, within the price limit so determined, he 
can earn a profit atter meeting all sorts of costs. In replying 
to this enquiry, practice has long been common in foreign 
trade to mention a few letters after the actual quotation in 
currency, the letters indicating certain recognised = rights and 
duties of the buyers as well as the sellers, both being bound bv 
certain international trade usages, supplemented by laws of the 
particular countries. concerned. ‘To take one example, before 
the rise of the sugar industry in India, we depended = mainly 
on imported stuff. “Vhe import business was in the hands of 
firms with their head offices in principal ports who bought 
through their branches or agents abroad and sold to merchants 
onc. i. f. basis. These three letters indicate that costs, imsur- 
ance charges and freight charges were paid by the tnporting 
firms, all these items being included by them in the price that 
they charged from the merchants. The merchants in their 
turn sold to dealers who took delivery at port after paying 
amport duty and landing charges. “Phe following letters or 
abbreviations are in-use. Pheir significance is written against 
each. | 

(a) Deliverea docks—Price includes charges of unloading 
and delivery to docks at the port of departure. 

(b) F. A. S. (Free alongside ship)—delivery will be given 
to the side of the ship. but any charges for loading on to the 
ship being extra. 

(c) FLO. B. (Free on Board)—Here the quotation — in- 
cludes the cost of loading on board the ship. The duty of the 
seller ends here. Of course. he wiil secure from the shipping 
company some form of receipt for the goods and to hand this 
over to the buver. 

(d) C.& F. (Cost & Freight)—The freight is paid by the 
seller who obtains the necessary bill of lading from the shipping 
company. Since the freight is paid by the seller. the quota- 
tion makes specific reference of the port of destination. for 
which the price is quoted. 


— (e) CC. 1. F. (Cost. fnsurance. Freight)—all paid bv seller. 
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(f) C. 1. F. 1. (Cost, Insurance, Freight, Interest)—The 
quotation includes interest on the value of the shipment. 


(g) C. 1. F. C. 1. (Cost, Insurance, Freight, Commission, 
Interest)—The quotation includes agent’s commission. 


(h) C. 1. F. E. (Cost, Insurance, Freight, Fxchange)—The 
quotation covers risk of exchange fluctuations. 


(i) Ex-Ship—In this case the seller will pay all expenses 
upto the time the goods arrive at the port of discharge but the 
buyer must bear the cost of taking delivery from the ship. 


(j) Landed—The seller bears all expenses till the goods 
are landed at the port of destination. 

(k) In Bond—The seller will deliver the goods in the 
customs or bonded warehouse at the port, buy any charges 
for withdrawal therefrom and for import duty have to be borne 
‘by the buyer. 

(1) Duty Paid—Here the quotation includes import duty, 
and sometimes even the warehousing charges. 

(m) Franco, rendu or Free—Delivery in this case is 
given in the buyer’s godown, all the costs upto that time 
having been included in the price quotation. 


Documents—Bill of Lading. 


The most important document used in export trade is the 
Bill of Lading (B/L), issued by the shipping company or their 
agents. The B/L is used in a set of two or three. The first 
clause in the B/L is the Glause Paramount stating that the 
‘soods are being carried subject to the terms and conditions of 
the law, if any, on the subject in the particular country to 
which the ship beiongs. Other clauses are concerned with the 
duty of the ship if certain untoreseen incidents, like refusal to 
permit entry at the port of destination, happen and also with 
the conditions of carriage, delivery, etc. The B/L_ is, so to 
speak, an acknowledgement by the shipping company or their 
agents for the receipt of goods in package. The company is 
simply responsible for the carriage of these goods as they are 
delivered. The B/L, no doubt, mentions the name of the 
goods declared to be inside the package: but the company does 
not hold itself responsible for their quality and quantity. Of , 
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course, the deterioration of quality should not have resulted 
owing to the negligence of the company. When the company 
is working properly under the rules and usages, it only holds 
itself responsible for the numbe) of packages, and not for 
goods therein. 


The B/L is not simply an acknowledgement; it is also a 
contract for the carriage of goods on payinent of a certain 
freight specified therein. Lhe B/L may be Freight Prepaid or 
Freight Collect. In the latte: case, the shipping company has a 
lien on goods for any unpaid freight, and it will not part with 
them unless and unul the freight is paid. The company has 
also a lien on goods and right to retain them in case of general 
average or salvage claim; for if a ship o1 cargo is exposed to 
the danger of damage or destruction for averting which some 


part of the cargo or the ship suffers damage or is destroyed, a 
contribution is claimed {rom all the shippers. 


When the rontract between the exporter and the importer 
is for delivered dock or I. A. S., the duty of the former 1s 
simple enough. But complications arisc in any other form of 
contract beginning from F. O. b. onwards as shown above. 
For, in the latter case the exporter must see that the goods arc 
placed on a particular boat specified by foreign buyer. If this 
is not done and puoods are carried in a different boat and reach 
the port of destination earlier o1 Jater, the importer has the 
legal right to reftwe acceptance and sue the seller for the non 
arrival of goods and for any loss consequent thereupon. Even 
when the contract w for F. A. S. delivery, the exporter must be 
careful to sec that be does not violate any specified or moplhied 
term of the contract [hus if the contract is for the delivery of 
goods alongside a particular ship, he must) be cueful to see 
that they are so deliverea. “The same is tue as to the specific 
mention as regards the date of export. If none of these arc 
mentioned, even then the seller has certain duties, though 
implied, which are governed by the trade usages. which if not 
complied with, the seller may stand to lose. 


When the goods have been properly despatched by a 
.proper ship within proper date. the exporter sends one copv 
of the B/L to the importer by the first mail, to be followed bs 
a second copy by the second mail, if possible. bv an alternative 
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route. Sometimes a copy is sent in the ship's bag in order to 
remove the possibility of delay in its arrival and of incurring 
heavy demurrage charges. The exporter must make it a point 
to despatch the B/L and other documents properly so that they 
may reach the proper hands; for if they fall into wrong hands, 
the buyer may find that the goods have been taken away by 
somebody else, may be 2 rival competitor. ‘The goods may 
have been shipped in the name of the consignee in the country 
of import or, his order, when he maintains office inland or im 
an upcountry centre. Sometimes, however, the goods are 
‘booked in the name of the consignor himself, particularly SO 
when goods have not yet been sold. If in the meanume the | 
exporter can negotiate a sale, he will endorse the B/L and send 
it to the buyer. Otherwise, his own agent in the country of 
import will receive goods on his behalf. Where a successful 
negotiation is effected, the law recognises the mercantile 
practice of effecting sale in this manner and the person or firm 
in whose favour che endorsement has been given will he 
entitled to receive goods from shipping company. 

When there is no direct shipping link between the coun- 
try of export and that of import, some difficulty arises, for the 
exporter has to arrange the carriage right through to the port 
of import and must therefore get a Trough or ‘Transhipment 
B/L, thereby arranging for the subsequent carriage by the 
second vessel. 

Goods exported from India are carried almost wholly by 
steamers, although large seagoing dhows ply between the west 
coast of India and destination in) the Persian Gulf, on the 
Arabian seaboard and even as far as the African continent. 
Goods exported may be shipped by one of the regular steamer 
services Operating between Indian ports and foreign countries. 
When large quat.tities are concerned, vessels may be specially 
chartered in London by the cxporter tor this purpose. For 
obvious reasons, freight by chartered vessels is almost invariably 
lower than that by regular liner tonnage services. Chartering 
vessels for full cargoes is effected on the Baltic Exchange in 
London, freight being payable in U. K.. generally London, 
after the goods have been discharged. Liner space is booked 
through freight brokers at the ports in India and the freight is 
pavable at the port of leading. 
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Policy of Insurance. 


Another very imporcant document in wade is the 
Iusurance policy. ‘The insurance is effected by the 
expurcer or the importer with the insurer according to the 
terms of their contract. “Thus, ¢.g., in case of C. 1. ¥. quota- 
tion, it is to be eflected by the exporter whereas in case ot F. 
QO. B. quotation, it is the duty of the importer to take a policv. 
The premium is paid to the insurer according to the nature of 
the goods and risks involved in their export, the rate being 
determined by the company. ‘lhe party concerned may take 
2 separate policy for each shipment or cover a number of ship- 
menis under a floating policy, otherwise known as open cover, 
the latter being convenient for those who have to export or 
import from time to time. When varicus types of goods are 
exported, some trouble may arise in the taking of floating 
policy, because the 1ate for each commodity may be, and 
actuaily is, different from that of another, according to the 
perishableness, value and dangerousness of cach good. For 
the sake of convenience therelore the insured pays an agreed 
‘‘basic” rate, the balance due to or from the insurer being 
adjusted when the policy is completely used up. 


Invoice. 


This document is prepared by the exporter and 
is a prima facie evidence of the contract between the two 
parties in the transaction. The buyer cannot however check 
the correctness or otherwise of this docuinent until the goods 
have been received. Upto that time, the invoice is accepted as 
being correct, any mistake as to goods or prices being 
rectified afterwards and adjusted by the exchange of credit and 
debit notes. 


Certificates of origin, of weight, and of chemical analysis. 


In case of many countries, permission to land the goods ts 
refused, unless the buyer produces a certificate of origin. This 
is useful for two purposes. When the entry of goods from a 
particular country is banned, such a certificate is callcd for in 
order to make sure that the goods did not originate in_ the 
country so deprived. The same is true in case of preferential 
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tariff. In order to take the advantage ot preference granted to 
the goods of a paricular couniry, other countries may send 
goods to the latte: country, to be re-shipped to the country 
granting preference, thereby evading the hardship _ inflicted 
and taking advantage of the preference. In order to make 
sure that the goods do not come trom the countiy whose goods 
have becn banned entry and that the preference is enjoyed by 
the goods of the country to which it has been granted, the 
certificate of origin is widely used, and has become a very 
important document in recent years in case of those countries 
like, England, France, etc., who maintain an imperial trade 
and have adopted a policy ot mutual advantage in_ trade 
between different units of the Empire. The ceitificate as to 
the weight is important in case of those goods where the 
parties to the transaction have agreed to make and receive 
payment on the weight of the goods sent. Thus in case of 
goods which have a tendency to evaporate, 1t 1s better for the 
exporter to take one such certificate from the shipping com- 
pany, so that, on its production, he may receive payment on 
the weight at the time of shipment, any loss in the way due to 
evaporation being shifted over to the shoulder of the importer 
In determining the standard of ccriain articles in whose case 
the chemical composition of the articles transported counts 
most at the time of payment, one such certificate of chemical 
analysis is also attached. This 1s of importance in the export 
of metallic ores. 


Consular Invoice. 


This is another mportant document used in foreign trade 
and is required by the laws of many countries for supporting 
the other documents. Essentially this is a copy of the invoice 
prepared by the exporter on an ofhcial form. The country of 
import maintains a consul in the country of export, who then 
affixes a revenue stamp of his own country and appends his 
signature on it. This document facilitates the clearing of 
goods through the customs at their destination and serves as 
authentication of the particulars given. 


Restrictions on Foreign Trade—Tariff. 
As in other fields of economic theory. so in this field of 
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mternational trade also, the classical writers have all through 
advocated the fiee flow of internauonal trade. But the 
practice has, at the same time, diflered all through and_ res- 
triction in some form or other has been an essential feature. 
The most common policy in this respect has been the imposi- 
tion of tariff, specific, advaiorem or mixed, on imports and/or 
exports. A study of the tariff of different countries — is 
extremely important, in practice, not only for calculating 
whether it is profitable to export goods to a particular. country 
but also for seeing whether by some alteration in standard 
packing or in the goods. the advantages of the lowest possible 
duty can be availed of. Sometimes changes are made in the 
rate of customs duty with ae change in price in order to main- 
tain the cflectiveness of the former and it is essential that the 
trader must keep himself up-to-date about these changes. 
Specific duties being levied on weight, measurement, quantity 
or volume, it differs from commodity to commodity according 
to the nature of each. When it is levied on weight, it may vary 
according as the law defines the weight to be charged. It may 
be gross weight including all packings, net weight exclud- 
ing all packings, the weight being that of the goods proper and 
intermediate weight in which case one cover is taken into 
weight, but not the outer packing. In case of number the rate 
of duty may be concerned with each article, a pair, a dozen, a 
gross or one hundred. So also in case of measurement. What- 
ever the nature of the duty imposed, it constitutes an obstruc- 
tion to the free flow of trade. No less complicated is the 
structure of advalorem tariff. It may seem at first sight that 
the advalorem tariff is simpler than the specific one, in view of 
the fact that in the latter specific items are taken into const- 
deration, whereas in case of the former, the duty is imposed 
on the value of goods imported. But the basis of value for 
the assessment of the duty is not the same in different 
countries. For, sometimes the wholesale value in the countrv 
of origin is taken as the basis whereas at others the value of 
the port of shipment and at stil] others value includes such 
item as insurance, freight, etc, the last variety being the 
characteristic of British ‘Tariff. In U. S. A., the duty on 
certain imported goods is levied on the selling price, in which 
case the importer is directly affected. unless, of course, he 
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includes the duty in the price calculation beforehand. In . 
some of the smaller states of South America, and some coun- 
tries of Europe, Egypt, etc., ‘‘official values” are determined 
by a panel of Government officials and businessmen, the value 
so determined remaining unaltered notwithstanding the fluc- 
tuation in prices, and thereby ensuring more or less stable 
revenue. | 
Until recently the Indian import tariff! has been  over- 
cautious. Upto 1857, the year of the great political and muihi- 
tary upheaval ever seen in India since the beginning of British 
rule, the object of the tariff seems not so much the revenue as 
the encouragement of imports, particularly from England in 
British vessels, discriminatory duties being imposed not only 
against non-British goods, but also against any goods, British or 
non-British, being carried in non-British vessels. Thus the 
year 1811 saw the introduction of preferential duties in India 
in favour of British goods, which took about three quarters of 
a century for other Dominions to accept in favour of Great 
Britain, the response from England coming after more than a 
hundred years. Thus although the idea of preferential treat- 
ment to the mother/dominating country is new, being 
associated with Joseph Chamber‘ain, the practice dates back 
to 1811 so far as India is concerned. ‘The upheaval was 
followed by an increased demand for revenue on the part of 
the Government and all import duties were theretore raised in 
1859 to 20 p.c. This resulted in the operation of the Smithian 
dictum that in matters financial two and two do not make four 
but may make one and was therefore immediately revised in 
downward direction, the preferential treatment to British 
goods having been abandoned, and the basis of valuation also 
having been revised. The process of reduction of import 
duties, ‘‘under pressure from the British Government inspired 
by the Manchester intercst,” started from 1864 and by 1882 all 
customs duties were abolished and India became a free-trade 
country in imitation of England and to the immense detri- 
ment of her own economic interest. Between 1882 and 1894 
there was practically no import duty. But in 1894 owing to 
the financial stringency caused by the falling rupee, a 5 p.... 
general advalorem import duty, with certain exceptions, was 
imposed. Between 1899-1904, certain countervailing duties 
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were imposed on bounty-fed sugar coming from some European 
countries, the effect being the diversion of imports from 
Europe to Java and Mauritius. In 1910, certain customs duties 
were raised in view of the approaching reduction and gradual 
extinction of the opium revenue. 

Some important changes took place in the customs tariff cf 
India during the war and post-war years. Thus the general 
advalorem duty was raised to 74 p.c. in 1916-17, excluding 
cotton piecegoods, they having been included in 1917-18; to 1} 
p.c. in 1921-22, including cotton piccegoods; und to 15 p.c. in 
1922-23, cotton picecegoods remaining at 11 pc. A duty of 
24 p.c. on railway materials was levied in 1916-17, to be raised 
to 10 p.c. 1922-3. Increases in duty were also made in case of 
iron and steel, sugar, luxury goods like motor cars, cinema 
films, watches, silk piecegoods, etc., and new tax imposed on 
machincry and stores for cotton spinning and weaving at 2} 
p.c. in 1921-22, to be abolished later on. A high specific duty 
on matches was imposed in 1921-2 at 12 annas per gross boxes. 
instead of 73 p.c. advalorem duty, and was doubled in 1922-23. 
Evidently the tariff was by no means uniform. Because of the 
high dutics and their uncertain tenure, they, instead of giving 
protection to industries. actually impeded their development. 
The Taxation Enguiry Committee characterised the tariff as it 
stood in 1924 as a revenac tariff in the main and pointed out 
that the haphazard charges had introduced difficulties | in 
classifying goods and in their appraisement. 

There were drastic changes during 1930-35 with a view to 
meet the deficit caused by the depression. The Finance Act of 
1931, passed to meet the situation, led to an increase in duty 
in certain respects. Thus the duty on ale, beer, cider and other 
fermented liquors were increased by about 66 p.c. above — the 
old level, and those on wines and spirits, excluding denatured 
spirit were raiscd by 30 to 40 p.c. Duties on all grades of 
sugar and sugar candy were raised by Re. 1-4-0 per cwt. The 
duty on silver was raised from 4 annas to 6 annas per ounce, 
and spices, betelnuts and cinema films were transferred from 
the general 15 p.c. advalorem rate to luxury rate at 30 p.c. 
Apart from these increases, certain surcharges were also levied. 
A surcharge of 2} p.c. was imposed on articles bearing 10 p.c — 
duty, 5 p.c. on articles bearing 15 p.c. or general rate of duty, 
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10 p.c. on articles bearing 30 p.c. and other important — sur- 
charges on certain goods. Thus a surcharge of 15 p.c. was 
levied on cigars, Re. 1/8/- per 1000 on cigarettes, 12 annas per 
Ib. on unmanufactured tobacco, 9 pies per gallon on kerosene, 
2 annas per gallon on motor spirit, 10 p.c. on motor cars and 
cycles, 24 p.c. on artificial silk yarn and thread, 7} p.c. on silk 
mixtures, Rs. 2 per ton on imported cement. and 5 p.c. on the 
basic duty of 15 p.c. on cotton piccegoods. The Supplementary 
Finance Act of 1931 (November) cffected further increases of 
6 pies per Ib. on raw cotton, 10 p.c. on machinery, 10 p.c. on 
dyes, Rs. 7/4/- on brown sugar, 15 p.c. on artificial silk yarn. 
40 p.c. on artificial silk piecegoods and electric bulbs and sur- 
charge of 1 of the existing rates on all customs imports 
including surcharges imposed by ihe preceding Finance Act 
and also new duties with certain exceptions. Since 1932 the 
tariff policy is influenced and shaped by the Ottawa decisions, 
which will be considered later in this discussion. The next 
important change came with the Finance Act of 1934 which 
changed the duty payable on cigarcttes to 25 p.c. advalorem 
and in addition either Rs. 8/2/- per 1000 cigarettes or 
Rs. 3/4/- per lb. whichever is higher. ft also increased the 
duty on unmanufactured tobacco to the standard rate of 
Rs. 3/4/+ per Ib.. the Colonial Preference rate being 
Rs. 2/12/- per lb. It should however be emphasized that the 
above duties have been more of revenue than protectionist in 
character and it is peculiar that while the yield from customs 
in the case of other agricultural and raw material producing 
countries had declined since the depression, that in India had 
not been allowed to drop. (of World Economic Survey L. OLN. 
1933-34. Pp. 226-30). Thus declared the Finance Member in 
his Budget speech for 1939-40 that ‘‘At the present moment. 
even over the revenue part of the field, customs duties in 
general are as high consistent with a maximum _ yield, while 
over the protective part, the return is rapidly declining.” That 
should not however be taken to mean that this decline in the 
yield over the protective part is due to the largescale indus- 
trialisation of the country. This decline is due to the 
decline in imports which were practically halved by 1931-32 
over the 1929-30 figures and continued almost at the same 
figure till about 1936-37 and slight increase was recorded int 
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subsequent years. ‘‘What with the small proportion and what 
with the low level of duties and the small degree of positive- 
ness about them, the effect of the protective measures must be 
comparatively small.” 

Restriction is imposed not only on imports but also on 
exports which prohibits or restricts the outflow of certain com- 
modities. In this matter also the policy of the East India 
Company favoured expcrts to Great Britain over exports to 
any other country, the policy being abandoned in 1848. When 
the administration was taken over by the Crown, export duties 
on a number of articles, like jute and tea, were abolished. In 
the sixties, owing to the budgetary difficulties, a heavy export 
duty on saltpetre was levied, with disastrous consequences. 
Ry 1874 however all export duties, except those on rice, lac and 
indigo, were abolished, and those on indigo and lac being 
abolished in 1880. Since then, upto 1916, the only export 
duty was that on rice. But in that year jute and tea were 
subjected to duty. In case of tea the export duty was fixed at 
Re. 1/8/-. but was abolished in 1927-28, and was succeeded by 
an increase in mcome-tax assessment on the profits from tea 
industry. The exrort duty on jute was fixed at Rs. 2/4/- per 
bale of 400 Ibs. Manufactured jute was charged at the rate of 
Rs. 10/- per ton on sacking and Rs. 16/- per ton on hessian. 
The dutics on juic were doubled in 1917-18. An export duty 
on hide and skin at 15 p.c.,, with. a rebate of 10 p.c. for export 
to Empire Countries, was imposed in 1919 with a view to help 
the tanning industry in India and = to encourage export to 
Empire Countries. The ground for the latter course was that 
the native industry would not be able to absorb the whole 
amount exported. But as none of these objects was realised, 
the duty was lowered to 5 p.c. and the rebate abolished in 1923. 
In 1980 the cxport duty on rice was reduced by 9 pies. The 
duty on raw hides was abolished in 1934 and that on skin !n 
1935, when it was found that the duty was exerting adverse 
effect on exports, particularly to Germany. 

We have given above a brief account of the customs duties 
in India. So far as these duties are concerned, they have been 
mainly revenue in character. Whatever that may be, thev 
represent a sort of restriction on the free flow of international 
trade. In recent vears the more advanced countries have given 
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some thought to find out a more rational tariff structure which 
may be immune from the eflect of price fluctuations It is 
wel:-known that changes in prices affect in different manner 
the specific and advalorem duties; for, unlike advalorem duties, 
specilic duties do not respond to the changes in price level. 
Opinions differ as to the efficacy of either method as such. 
Thus Dr. Gregory states that specific duty yields a better result, 
because advalorem duty increases the burden of the duty on 
the importer when price burden has increased and decreases 
the duty burden when price burden has decreased. Ccrtra- 
dicting Dr. Gregory, U. Hicks argues that his discussion 
rests on the implied assumption ihat only the price of a parti- 
cular commodity is changing, all other prices and money 
incomes remaining the same. According to him. ‘During 
changes in general price Ievcl, an unaltered schedule of 
advalorem duties adjusts itself automatically to the change in 
price levels so as to maintain the same retative degree of 
severity on taxpayer and to bring into the treasury the samc 
amount of purchasing power. Specific duties, on the other 
hand, become more severe on the taxpayer during a period of 
falling price levels and less severe during a period of rising 
price levels. These are theoretical squabbles. The practical 
businessman knows that in case of advalorein duty, it being a 
proportionate part of the price, the proportion remains a con- 
stant factor under conditions of price fluctuation. When prices 
go up, the duty goes up proportionately; so it declines with 
price decline. In case of a specific duty, the duty remains stable 
and therefore represents less additional cost so far as consumers 
go under conditions of high prices. The specific duty has dis- 
advantages when prices decline, since even then the duty 
remains a stable factor in price. At that time, the advalorem 
duty is in an advantageous position. This experience has 
induced some countries to experiment with mixed tariffs. A 
midd‘e course was adopted by the French Government who, 
in their endeavour to maintain specific duties, established an 
administrative commission with power to multiply specific rates 
by ‘‘value co-efficients” corresponding to changes in price of parti- 
cular group of commodities. In the present stage however the 


discussion of mixed tariff is only of theoretical interest in this 
country. 
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Another method of imposing restriction is to fix the maxi- 
dnum quantity of a particular commodity that may be imported 
from a particular country. ‘This is often the result of agree- 
‘ment between two countries. The objectives may be either to 
secure a certain proportion of the home market to national 
products, or to conserve foreign exchange resources so that 
they may be more usefully utilised. or to protect against the 
uninterrupted flow of goods from couniries with depreciated 
currencies or to foster import from the dominating country in 
case Of Empire. So far as we are concerned, the last two 
objectives are of anportance, and are expressed in the trade 
agreements with Japan and Britain. It is wellknown how 
under pressure of Japanese competition as a result of the 
depreciation of the ven the Indo-Japanese ‘Trade Convention 
-of 1904 was denounced by the Government of India. But the 
continuous depreciation of the yen increased the intensity of 
the crisis in colton industry and was followed by an increase 
in import duty on  non-British cotton products. However. 
after much bitterness and retaliation, an agreement was 
entcred into as a result of which the import duties were deter- 
mined and a system of quotas was fixed for the import of 
Japanese cloth into India and the export of raw cotton from 
India. Under this arrangement Japan was allowed to export 
to India in anv cetton piecegoods year, é.e., the year beginning 
on Ist April, $25 million yards of cloth provided she pur- 
chased one million cotton bales from India in any cotton year. 
.e., the vear beginning on Ist January. This was basic quota. 
In any year Japan could send the maximum quanuty of 400 
‘million yards of cotton pieccgoods. In this case, the — basic 
allotment of $325 million yards was to be increased by 1} 
million yards for every ten thousand bales of raw cotton taken 
in excess over one million bales taken in any cotton year. The 
above quota was exclusive of reexports. The cotton  piece- 
goods that might be imported was sub-allotted as follows: 
_ 45 p.c. plain greys, 13 p.c. bordered greys, 8 p.c. bleached 
- (while) goods, and 34 p.c. coloured (printed, dyed or woven). 

The quota so prescribed did not work © satisfactorily. It 
was argued by some people that the Agreement was entered 
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into under threat of not purchasing cotton from India and. 
therefore Japan was in an advantageous bargaining position. 
Whether it was the result of threat or not, there can be no. 
doubt that there were many loopholes in the quota system 
and they were availed of by Japanese as well as Indian mer- 
chants in Japan. Thus the cuttings of cloth pieces below the 
standard length were exported from Japan and Indian mer- 
chants developed a considerable trade in them. Since the 
customs duty levied on them was sinall, the merchants found 
their import advantageous. Another method of evading the 
agreement was the export of readymade goods. Under the 
new Indo-Japanese Trade Agreement of 1937, the annual 
basic import quota of Japanese piecegoods has been reduced 
from 325 million yards to 283 million yards while the export 
quota of Indian cotton has remained the same. In the same 
way, the maximum limit of imports of cotton piecegoods from 
Japan, which is conditional on that country’s importing 1} 
million bales of raw cotton from India, has also been reduced 
from 400 to 358 million vards. This change however did not 
improve the position because the reduction was effected 
owing to the separation of Burma fiom India, all other defects 
remaining untouched. 

Whether effective or not the fixation of quota with Japan 
was the result of that country’s policy of trade expansion 
under the cover of currency depreciation. Altogether different 
circumstances led to the Bombay-Lancashire Textile Agree- 
ment of 1933 and the Indo-British Trade Agreements of 1935 
and 1939. The agrecments were aimed at fostcring imports 
from England on the ground that ‘‘owing to lower costs and 
other factors operating in foreign countries, the industry 
required a higher-level of protection against them than against 
the U. K.” The Agreement of 1939 provided for certain 
quotas. The Agreement provided that the dutiable cotton 
fabrics would be subject to the basic rates of 17} p.c. on printed’ 
goods, 15 p.c. or 2 annas and 73 pics per Ilb., whichever is 
higher on grey goods and 15 p.c. on all others. If however in’ 
any year the U. K. imports do not exceed 350 million yards, 
the duties charged after the end of that year and until the end 
of the year in which such imports exceed 425 million yards 
are to be reduced still further by 24 p.c. with a proportionate: 
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reduction in specific duty on grey goods. If in any year 
however the U. K. imports exceed 500 million yards, the rates 
of duty in the following year may be increased above the basic 
rates to such extent as may be deemed necessary to the purpose 
of restricting imports. Similar agreement was entered into 
between cotton exports from India to U. K. and cotton piece- 
goods imports from U. K. into India. The Agreement of 1939 
Was lecessitated in view of the fact that the agreement of 1933. 
otherwise known as the Mody-Lees Pact, though based upon 
reduction of duty on British piecegoods and yarn in exchange 
for an undertaking on the part of Britain that Indian cotton 
would be popularised in Lancashire, made no definite provi- 
sion as regards the latter. But even the agreement of 1939 
was not sufhciently clearcut as to the exchange of goods: it was 
concerned with basic rates of duty and not with basic — allot- 
ment of the quota. 

Trade agreements are generally entcred into for secking 
advantages to the national economic interest. But the trade 
agreements entered into by the Government of India have not 
received the admiration of the Indian trading community. 
Lot alone the politicians. But one thing is clear from an 
nuparual viewpoint. Tt is this that the representative Indians 
have scarcely a say in the matter; and although the commer- 
qial bodicy may be consulted in the matter, they have no 
Influence on those who determine policy. But then — the 
ereatest handicap lies in the various commercial safeguards 
imposed on India which no independent country would 
tolarate. In spite of the repeated expresston of disapproval of 
these safeguards by Indian commercial bodies throughout the 
country and of the nationalist section of the Indian  Legisla- 
ture, they remain unaltered and as an impending block against 
India’s realising the best possible advantages from trade agrec- 
ments. Further, the aforesaid uade agreements do not form 
a part of definite cconomic policv but are haphazard in nature. 


Commercial Tieaties and Most-Favoured-Natton Clause. 


Commercial treaties had served different purposes at 
different times. Thus when trade was carrted on in a foreign: 
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country on personal risk, many nations found it convenient to 
enter into commercial treaties for safeguarding the traders. 
During the last century, the most notable purpose served by 
commercial treaty was to reduce tariff bariers instead of 
erecting them, the most notable example of this being the 
Gobden-Chevalier Treaty between England and France. In so 
far as it granted privileges to the goods produced in a_parti- 
cu‘ar country, it did away with restrictions to a certain extent. 
But in so far as these treaties grant privileges to one country 
against another, they canalise the trade in a particular direc- 
tion. The chief instrument used for the purpose is customs 
duty, and different schedules are maintained for different 
countries according to the treaty conditions. So far as India 
is concerned, the most notable example of commercial treaty 
was that entered into with Japan in 1934 on reciprocal basis, 
which was to terminate on 3ist March, 1937. ‘The main _ pro- 
vision of the treaty have been summarised as follows: ‘‘(1) Both 
the contracting parties agreed to extend to cach other the 
most-favoured-nation treatment. (11) At the same time both the 
partics had the right of imposing or modifying from time to 
time special customs duties on the imports from each other at 
such rates as might be necessary to correct the effect of anv 
variation im the exchange value of the yen or the rupee in 
relation to the rupee or the yen respectively, subsequent to 
31st December, 1933. (111) While both the parties reserved the 
right to make such changes in their customs tariffs as might be 
necessary for the protection of their own intcrests, they were 
agrecable, when requested to do so by either of them, to enter 
into negotiations with the object of reconciling as far as_pos- 
sible the interests of the two countties.” 

But what is the significance of the M. F. N. clause in a 
commercial treaty and how far did it prove beneficial to the 
interests of Indian business? The significance is simple 
enough. When a treaty is being negotiated between two 
countries, it is but natural that one of the contracting parties 
is giving more favourable treatment to the other than it has 
given to any othe: countries with which it had entered into 
agreement previously, the eflect being that the privileges 
granted by the previous treaties are nullified by the new one. 
But when a M. F. N. clause is entered into a treaty, it places 
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the contracting parties under obligation to extend to each 
other the full benefit of any lower duties which may _ subse- 
quently be extended to any other country, thereby extending 
the new privilege automatically, unless of course the M. I. N. 
clause 1s made conditional. So far as India is concerned, the 
effect of the M. F. N. clause in the commercial treaty with 
Japan had been ruinous to small nascent industries and handi- 
crafts in India, in so far as the advantage of the clause was 
taken by Japan which stimulated large exports of manufac- 
tured goods like glassware, boots, shoes, hardware, woollen 
goods, cycles, umbrellas, etc., from that country. It is peculiar 
that status quo was maintained in this respect by the new 
agreement of 1937 with that country and Japan was assured of 
the most-favoured-nation treatment for a period of three years. 
‘This is the clearest example of how piecemeal agreements with 
regard to particular goods, like cotton and cotton piecegoods 
in case of Japan, may not only be evaded in respect of those 
articles but may be taken advantage of by the stronger rival 
in other articles as well. A half-hearted agreement is there- 
lore worse than none to the interests of the national economy. 


Imperial Preference. 


The discussion on imperial preference is placed almost 
last in a discussion on restrictions on foreign trade; but that 
does not underrate its importance in the least. The purpose 
for allocating it ai such a place is that it is a subject by itself 
and is of more permanent intcrest to the future trade of this 
country. I have indicated earlier in this chapter that the 
conscious adoption of a policy of imperial preference. thought 
without return, and at times with definite disadvantages to the 
national economy, was first adopted by India and was contt- 
nued right upto the middle of the last century. The history 
of Imperial Preference from the beginning of the present 
century is too well-known to need repetition. But one thing 
needs be mentioned. India which had maintained adverse 
attitude to it till 1929-31 all on a sudden’ began to favour it 
and the decisions of the Ottawa Conference were embodied in 
an Act of the Legislature in 1932. to be followed by a supple- 
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ment in 1935. Much thought has been focussed on it both by 
officials and non-officials who have given different verdicts; but 
the commercial community of this country has all along been 
against its adoption. The reason is sufficiently clear. The 
balance of Indian economy depends, to a very great extent, 
upon the maintenance of a favourable balance of trade, which 
must be suflicient to pay not only for the non-visible imports 
but also to meet the drain. And this favourable balance in 
export trade depcnded to a major cxtent on India’s trade with 
ne non-Empire countries. It is true that the volume of 
exports to non-empire countries declined from what it was in 
1913-14.) In 1913-14, 37 p.c. of the exports went to the U. K. 
and British Empire and 63 p.c. to the foreign countries, the 
corresponding percentages for 1935-36 being 46.4 and 53.6. It 
was the clear verdict of the Fiscal Commission that the condt- 
tions of India’s foreign trade had not altcred so as to suggest a 
changeover to a system of preferential tariffs; for, under the 
circumstances, it would involve the raising of existing import 
duties on imports from other countries which was not deemed 
proper in the interest of Indian exports. It is suggested that 
the situation had changed owing to the onset of the depres- 
sion; but then the adoption of Imperial Preference was not a 
sane policy. For, the increase in exports to Empire countries 
was not sufficient to offset the decline in exports to non- 
Empire countries, as is evidenced by the fact that a huge 
amount of gold had to be sent abroad in order to maintain the 
balance of payment. There were other reasons no doubt; but 
there is no denying of the fact that the adoption of a policy of 
Imperial Preference was one of them and had _ reached 
unfavourably on our export trade. Even to this day the 
demand of the Empire countries for the Indian products is not 
sufficient. To-day, as also in early thirties, a more rational . 
policy for India is to explore mew markets, a matter which 
we shall briefly consider under market research. 

Not only that; even from the long period point of view, 
the preferential treatment granted by India was suicidal. It 
‘has been recognised by commissions and committees more than 
once that the solution of the Indian economic problem of 
unemployment and poverty lies in progressive industrialisa- 
tion of the country. But a policy which aimed at increasing 
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the export of raw materials and import of manufactured goods 
from other countries is nothing sort of a self-denying  ordi- 
nance. What is all the more stmking is that those raw mate- 
rials and agricultural products appearing in India’s export 
trade, ‘‘which did not require any urgent special treatment in 
foreign markets,’ were granted preference while ‘167 items of 
British imports into India enjoyed preferential duties.” The 
Empire countries, particularly U. K. benefited to a great 
extent. The following figures are interesting. In the import 
trade of India, the share of the U. K. was 64.1 p.c. in 1913-14; 
but during the war, imports from that country declined and 
after a slight recovery in the early post-war years it declined 
still further, and in 1926-27, its share was 47.8 p.c. The fol- 
lowing years saw a still greater decline, in 1927-8 and 1928-29. 
the figures being 44.7 p.c. in 1929-30, 42.8 p.c., in 1930-31. 
37.2 p.c. and in 1931-32, 35.5 p.c. Then came the Ottawa 
Agreement and imports into India from U. K. recorded an 
increase, being 36.8 p.c. in 1932-33, 41.3 p.c. in 1933-34, 40.6 
p.c. in 1934-35 and 38.8 p.c. in 1935-36. And what was the com- 
position of the imports? They constituted cotton manufac- 
tures, iron and stcel, motor cars, instruments, imineral oil, 
hardwares, liquor, paper, etc. India cannot benefit from this 
type of preference which at times goes to the extent of sacri- 
ficing national economic interest for the benefit of imperial 
products. Therefore, so far as India is concerned, ‘‘there is 
hardly much scope for any static theory of industrial co-opera- 
tion; and the industrial policy which India is pursuing or will 
have to pursue in the future is diametrically opposed to anv 
compromise in this connection.” 

But the position of India vis-a-vis the future of Imperial 
Preference seems to be extremely delicate. Upto recent times 
we have seen that the adoption of a policy of imperial prefer. 
ence did not work much to the benefit of this country. We have 
already said that the exports to non-Empire countries declined 
but the increase in exports to Empire countries was not sufh- 
cient to offset this decline; nor did the Government of India 
make any effort to explore newer markets; nay, they went so 
far, as we shall see presently, that they became party to inter- 
national regulation schemes of certain export goods. True. 
they did something for the export of raw cotton to Japan; but 
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that was too negligible a service in view of the extreme cal- 
lousness in other fields. Under these conditions, Imperial _ 
Preterence was not a matter of necessity, nor of compulsion, 
but of choice to the Government, though the Government 
decision was disliked by the country. The situation has 
changed since the outbreak of the war and to-day a new type 
of imperial preference has become not a matter of necessity 
nor of choice but of compulsion. Since the sterling balances 
accumulated in India’s favour have been blocked and since 
India has no free hand in the use of her other foreign exchange 
resources, predominantly doilar, for her own purpose owing. 
to the creation of such devices as conversion of dollar resources 
into sterling resources, the creation of the Empire Dollar Pool, 
etc., India’s hands in the matter of her imports have been tied 
down. India is not averse to imports of any kind, nor has she 
any objection to obtain her requirements from the U. K.; but 
it is legitimate for her to demand that these resources which 
are the result of privation, misery and ruin of her millions 
should be utilised to the best interests of the coming genera- 
tions. But even in this matter, she has no free choice. The 
eternal law of business is that the customer does his shopping 
of the best variety in the cheapest available market. But 
there are reasons to believe that in certain fields, though not 
in all, Britain is not the best market for purchase and Indian 
opinion coming from the business community and expressed 
in the International Business Conference was all along in 
favour of making certain purchases in the U. S. A. Nay, they 
went so far as to urge the need for a separate commercial 
treaty between India and the U.S. A. That is not all. India’s 
hands are tied not only as to wherefrom to purchase but also 
as to what to purchase. Indian commercial opinion had 
favoured the import of capital goods which may help the 
industrialisation of the country. The attitude of the Govern- 
ment was revealed in the publication of the thousand crore 
agricultural plan. The results of the Hydari Mission are no 
more encouraging. Two out of its several objectives are the 
‘imports of such consumers goods as are at present either not 
produced at all in India or are produced -in insufficient quan- 
tities’ and ‘‘procurement of raw materials and working stores 
required for the manufacture of consumers goods in India.”, 
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But what are these raw materials and working stores? They 
are not capital goods; they are mill stores, dye stuffs, knitting 
wool, woollen yarn, tinplate. umbrella and bicycle compo- 
nents, industrial chemicals, etc. It is clear from the above list 
that these goods are not difficult to produce in this country; 
and so far as the import of industrial chemicals is concerned, 
its repercussion on newly developed chemical industry of 
India is to be noted with apprehension. The above list 
includes only raw materials and working stores. Besides these, 
India is also to import finished consumers goods like baby 
foods, vegetable seeds, bicycles, drugs and medicines, paper 
and stationery items, cotton sewing thread, sewing machines, 
toilet requisites of all kinds, hardware, glassware, electric house- 
hold goods, etc., etc. The list is quite succinct and one need 
not be blamed if he feels pessimistic not only about the future 
industrialisation of the country but also about the prospect of 
some old and most newly started Indian concerns. As it is, 
the figure of sterling balances accumulated in India’s favour 
seems huge enough, but if they are wasted on items as those 
mentioned above, they will not prove inexhaustible. Hence 
to-day imperial preference 1s not a question of necessity nor of 
choice but of compulsion. The irony of fate is that the post- 
tion of India as a creditor nation is no better than her posti- 
tion as debtor.* 





* Since the above lines were written, India has attained Dominion 
Status and the new Government has declared its import policy as one 
restricting the import of consumption goods with a view to preserving 
and making proper utilisation of foreign exchange resources that 
have accumulated in our favour. The new import policy falls 
into three divisions. First, the open general licences, Nos. 1 & 3, 
applicable toimports from Ceylon, Protuguese possessions in India 
and any country contiguous to the land frontiers of India have been 
cancelled. Second, the open general licence No. 7 applicable to import 
trom the U. K. and other Empire Countries with the exception of 
Canada, Newfoundland and South Africa has been withdrawn. Third, 
in supersession of this licence, viz.. open general licence No. 7 
a tresh open general licence No. 9 has been issued. 

The effect of the new policy will be that most luxury and 
consumers gcods will be debarred from coming to India but the 
import of capital goods which are defined as any plant worth more 
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Bilateralism and Mutltilateralisnt. 


Although multilateralism as a device is to be found in: 
the earlier developments of international trade being utilised 
for the standardisation of trade practices, procedure, rates and 
similar other matter, as a device to influence international 
trade—both its volume and_ direction,—bilateralism and 
multilateralism became very much important since the world 
depression. The Indian business community also, in their 
effort to maintain the trade balance, began to urge the neces- 
sity for bilateralism. For, economic nationalism of India’s 
foreign customers, especially in Europe, was viewed with great 
alarm in this country because of the fact that our export trade 
with these countries was more important, and the government 
was being urged again and ayain to enter into bilateral agree- 
Ments with all important countries with which India — has 
commercial relations. Various arguments have been put 
forward against bilateralism, the most important of which from 
Indian viewpoint is that India does not possess the necessary 
instrumentality. The argument is often supported by the 
results realised in the Ottawa Agreements with Empire coun- 
tries. But when a case is put forward in favour of bilateralism, 
it is based_on the repudiation of imperial preterence. It is of 
course true that an Independent India moulding her fiscal 
policy is in the most advantageous position; for in that case 
the Government of India would not feel any delicacy when 
communicating a trade treaty with England or her dominions. 
At present her hands have been tied up by the various com- 
mercial safeguards and the so-called fiscal autonomy is 
nothing else than a myth. But even then’ when bargaining 
with a non-Empire country it may fairlv be expected that the 
government would not be overpowered by any such delicacy as 
they feel at present when dealing with Empire countries and 


than Rs 25000 will remain unaffected. Naturally it will affect our 
import from England adversely, which is our principal supplier 
of luxury and consumption goods. The import from the U. S. A. 
will however not be affected; on the contrary, there will be 
greater demand for goods from that country than can be available 
owing to the shortage of doller. 
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would enter into ireaties that may be fair to the commercial 
interests of India. 

Under the changed circumstances of the war, bilateralism 
and mululateralism have assumed a bit different lun portance. 
Since the sterling resources of India which has accumulated in 
England have been blocked, the only solution cf the problem 
is to have it back by means of some bilateral settlement 
between England and India. Elsewhere 1 have argued that 
‘the problem can best be tackled by separate agreement rather 
than by looking at it from an international perspective.” It 
Should be realised that this type of bilateralism is all the more 
suicidal; for, it would divert all our purchases into one 
channel, whether we like it or not. ‘Therefore, a- much better 
solution of our problem would be to enter into a bilateral 
agreement with England which would provide for some 
measure of multilateral converubility, which ‘is vital to the 
econonuc interests of the counuy. ‘This multilateral conver- 
ibility should not be restricted to Empire countries and other 
non-Empire countries of the sterling area, but should embrace 
non-Empire countries as well, particularly U.S. A. Indian 
opinion has been all through in favour of the creation of a 
dolar fund of her own and it looks upon America as the most 
convenient market for her purchases, and this can only be 
satisfied by some such device as bilateral agreement with 
England providing for mulGlateral converuibility of our sterling 
resources. But where scramble for market is the major issue, 
any such device would not) be acceptable to England nor 
would the Government of India move in this matter. But if 
goodwill and. sincerity prevail, ihe multilateral convertibility 
would not be a difficult matter, and the proposed World Bank 
may provide the necessary medium. the debtor country 
borrowing from the Bank and utilising the proceeds derived 
therefrom in repatriating the sterling obligations, the creditor 
countrics being thus enabled to utilise the foreign exchange 
resources according to their needs. 


Commercial Safeguards. 


Another type of restriction, unparallelled, in the history 
of any independent country may be termed commercial safe- 
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guards, the phrase being used in a special sense. When am. 
independent country adopts some safeguards, it implies that 
the country in question is sheltering some of her interests; not 
so in case of India. Safeguard in our case implies  safeguard- 
ing of some interest other than Indian. “Thus Section 12(1)(f} 
of the Government of India Act, 1935, provides the Governor- 
General with responsibility for ‘the prevention of action 
which would subject goods of United Kingdom or Burmese 
origin imported into India to discriminatory or penal — treat- 
ment.” In the words of the critics, ‘‘Except for the all too 
powerful impulse of British Imperialism—and the memory of 
the treatment given to Indian goods, and Indian aspirants for 
acquiring industrial technique in British establishments—- 
there is no reason why this Special Responsibility should be so 
specifically added. India can use no weapon against British 
competitors, which the Governor-General cannot, in effect, 
stultify or veto, whether in the legislative or in administrative 
field.” Since the attainment of Dominion Status by India. 
these safeguards have been removed. 


Indian Trade and International Regulation Schemes. 


Apart from the various disabilities, restrictions and_ safe- 
guards imposed on Indian trade which we have discussed in 
the previous section, there is still another disadvantage from: 
which India as one of the major agricultural countries of the 
world suffers. This is due to the adoption of international 
regulation schemes. So far as countries producing manufac. 
tured goods are concerned. we know that the formation of 
some international combines has at times striven to attain the 
desired result of output regulation, or price fixation or market 
distribution. In agriculture and = raw material producing 
industries, the regulation schemes have operated and it is to 
some of them that we shall divert our attention in so far as. 
they interest us in Indian foreign trade. Two facts must how-. 
ever be borne in mind in this connection. In the first place, 
whatever success these regulation schemes have attained, it 
has been due to the solidarity rendered possible among the 
producing countries as a result of the great depression, which 
left agricultural and raw material producing countries inte 
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greater crisis than those predominantly manufacturing — or 
having a more or less balanced cconomy. Secondly, the part- 
cipation of the Government ol India in some of these schemes, 
it is strange, has been disadvantageous to the interest of the 
country which they represented in these international conter- 
ences. ‘hese conferences are the clearest. proof as to what 
extent a dependent country may submit not to the dictates of 
the dominating country but to that of third party. 


‘The most interesting case is that of sugar. In order to 
realise that injustice done to India, we must realise what a 
‘free market” is. for, although the word ‘‘free” in dictionary 
sense has a good connotation, vet at times it) is undesirable, 
as it happened in case of India which though — politically 
unfree was declared a free market for the exploitation of out- 
side producers of sugar. For purposes of comparison of con- 
sumption with production, the world has been divided into 
three parts (Tariff Board Report on Sugar Industry, 1938):— 


(a) Countries which consume sugar but produce none 
within their own territories, ¢.g., Norway and Greece. 

(b) Countnmes which produce sugar but do not produce 
enough to meet their enure demand and have to import, ¢.g., 


U. KR. and U.S. A. 


(©) Countries which produce more sugar than thev con- 
sume and have a surplus for export, ¢.g.. Cuba, Germany and 
Java. 

» Phe first two categories of countries constitute ‘Free 
market” and although India. at the time of the International 
Sugar Conference of 1937, was producing at least equal. if not 
more, to her consumption needs, she was classified as a ‘free 
market.” In 1930-31 this so-called free market: amounted to 
6 million tons. In 1938 it was half of that in 1980-3) or about 
10 p.c. of the world production, the remaining 90 p.c. being 
markets closely protected in the interests of domestic — pro- 
ducers. ‘The depression which led to a shrinkage in the world 
demand for sugar was followed by a_ vast surplus of sugar 
production and. to meet the situation, the Chadbourne Plan 
was formulated between the — producers in) Cuba. Java, 
Germany, Cvechoslovakia. Poland. Hungary and Belgium. 
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The plan was intended to secure joint restricuon of exports 
and production with a view to liquidating the existing stocks 
within five years. But the restriction on exports did not 
succeed in raising the world prices, because it stimulated pro- 
duction in those countries which were not party to the agree- 
ment, particularly U. S. A. and U. K. with its colonies and 
India. 

The International Sugar Conference concluded in 
London in 1937 a comprehensive agreement for the regulation 
of world prices and production. Regulation is to be effected 
by means of export quotas and general undertakings which 
comprise the prevention of excess production in the event of 
a rise in prices in the free market, the adoption, as an object 
of national policy, of a reduction in the disproportionate fiscal 
burden on sugar, action to increase consumption and the 
promotion of reciprocal agreements. Among the non-export- 
ing countries, the U. S. A. will continue to import at least in 
the same proportion as it was importing. The U.K. will 
limit home production to 618000 metric tons and export from 
the colonies to 965254 metric tons. Australia is given an 
export limit of 406428 tons and South Africa one of 
<09000 tons. India was prohibited seaborne exports to places 


other than Burma. Export of Indian Sugar by sea is shown 
below : — 


(In tons) 
1934-35 1935-36 1936-37 
Cevlon <3 360 376 475 
Burma .. = 2341 1300 18762 
Other Colonies oe 5 13 44 


2704 1689 19281 


Indian opinion was hostile to this agreement particularly so, 
because India at this time was suffering from overproduction 
and was facing an impending collapse when all on a sudden 
the above agreement came into force. It is well-known that 
stigar industry in this country has developed since the 
depression, and within a few years the whole country became 
self-sufficient, nav, India was able to supply the foreigr 
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market. At this stage the Agreement camc as a bolt from the 
blue. Whatever that may be, Indian opinion has all along 
been hostile to the Agreement and was urging for its termina- 
tion till its expiry in 1942. It is difficult to imagine what the 
Government would have done in normal circumstances. But 
in view of the opportunities afforded in the export markets 
for Indian sugar on account of the loss of Java, Philippines 
and other important producing centres, and the utter useless- 
ness of continuing the sugar agreement when many of the 
signatories had ceased to exist, the agreement was not renewed 
after its termination. 

In another case India became a party to the international 
regulation scheme, viz., in case of tea, which proved beneficial 
to the industry. The year 1932-35 was one of the worst for the 
tea industry. The world trade depression had its part; but 
the main reason was the overproduction, with the consequence 
that producers of tea all over the world were faced with 
declining prices and accumulation of stocks. So far as India 
was concerned, the preferential treatment granted to Indian 
tea in Empire countries was not sufficiently effective to pre- 
vent the consumption of cheap Java tea in these countries. 
To solve the problems facing the world tea industry, an Inter- 
national Tea Committee was formed whose function it was_to 
regulate exports from India, Ceylon and East Indies (Dut) 
by quotas based upon the export figures for the year 1931. It 
has also arranged to levy a small duty on tea production of 
the countries concerned, the proceeds being utilised for carry- 
ing on propaganda, on a co-operative basis, in favour of the 
consumption of tea. The stock position in London, un- 
doubtedly the most important single factor in the trade. was 
also controlled by the committee till the outbreak of the war 
in 1939. The international scheme was given effect to in 
India by the passage of a bill by the Indian Legislative 
Assembly in 1933. Consequently the industry has been able 
to enjoy more stable conditions. The export quota which 
was fixed at 824 p.c. of the standard exports in 1935-36 rose 
_ steadily to 92} p.c. in 1938-39. Due to accumulation in stocks 
and decline in prices, the quota for the following year was 
fixed at 90 p.c. But this reduction in export quota, along 
with increased consumption. had the effect of placing the 
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industry again in a favourable position in the world market 
even before the outbreak of hostilities. A comparative table 
showing the quantity exported trom va1ious producing coun- 
tries during the last three years of the revised control which 


came into operation in 1938 1s given below: 


(Source: Investors’ India Year Book 1942-43). 
(In millions of lbs.) 


Standard 1935 1936 1937 
Country Export. 824 p.c. 824 pc. 374 p.c. 
India 382594779 =315040092 315040692 334770432 
Ceylon 251522617 + =207500159 207506159 220082290 
Neth. East . 
Indies 173597000 143217525 143217525 151897375 
Total 807714396 6663604376 666364376 700750097 
Standaid 1939 1940 194] 
Country Export. 95 p.c Partly 95 p.c., 110 pe. 
924 p.c. & 90 p.c 
India 383242916 364080770 356096543 421567208 
Ceylon 251588012 259008612 233767195 276746813 
Neth. East 
Indies 173597000 164917150 161300546 190956700 
Total 808427928 768006532 751164284 88927072T 


Over and above the exportable quota, each country was per- 
mitted to make its own arrangement, until recently, tor the 
production of additional quantity of tea for internal consump- 
tion. In India the quantities of tea available for consumption 
over four years ended 1937 were approximately as follows: 


(Source: Investors’ India Year Book 1942-43) 


1934 19535 1936 1937 
lb. Ib. lb. Ib. 
60000000 65000000 67500000 80000000 


Since the outbreak of the war, conditions in tea industry 
have changed considerably. In U. K. the entire tea trade has 
passed under the control of the Government and the British 
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Government have contracted to take the bulk of production 
from allied sources. In India a Tea Controller has been 
-appointed to administer the emergency tea control scheme. 
Under the emergency scheme both the export, quota and 
internal consumption allotment had to be raised, the tormer 
from 95 p.c. in 1939 to 100 p.c. carly in August, 1941 (during 
the intervening pcriod they were somctimes reduced to 90 p.c. 
and 92} p.c. for temporary pcriod), and to 110 p.c. in Novem- 
ber 1941 and to 125 p.c. in January 1942, and the latter from 
17 p.c. to 22 p.c. in 1942. 

Apart from these two regulation schemes on = an_ imter- 
nauional basis in which the intcrests of India were involved, 
there were various other schemes in which India was neither 
a party nor interested. One such scheme was formulated in 
connection with the cultivation and = export of wheat in 
1933-34. when the wheat exporting countries came to an agrec- 
ment as (o export quotas and limitauion of acreage under 
production and the wheat importing countries agreed to 
lower import duties on wheat, to delimit domestic production 
to the current acreage ai the ume when the agreement came 
into force and to increase import quotas if a certain — price- 
level was reached. The agreement was however not so much 
‘of a success In view of the fact that some countries like 
Argentine did not give” effect to it, while the imporung 
countries did = not restrict production. Another important 
scheme worth mention is the Stevenson Scheme controlling the 
production of rubber in Straight Settlements, Malaya States 
and Ceylon, restriction being based upon a system of export 
quotas calculated as a percentage of the “Standard — produc- 
tion,” which was calculated on the basis of the output of each 
producer during the year cnding 3ist October, 1930. The 
scheme was a failure in view of the fact’ that the  non-parti- 
‘cipants took advantage of it and increased their own produc- 
tion and export. Therefore in 19837 a new international 
rubber regulation scheme was brought into existence which 
embraced about 97 p.c. of the world production, the control 
being vestcd in the hands of an International Rubber Regula- 
tion Committee. Among the international schemes for the 
regulation of raw materials, mention may be made of that 
connected with tin production which was the most successful 


250 INDIAN BUSINESS 


in this field. he problem of over-production has cropped up: 
since the end of the first world war and the situation dete- 
riorated with the great depression. Therefore in 1929, a Tin 
Producers’ Association was formed not for controlling supply,. 
but for finding newer uses for tin, and was followed in 1930 
by the formation of an International Tin Committee by the 
Governments of British Malaya, Dutch East Indies, Bolivia 
and Nigeria, with a view to regulate the industry in these 
countries. “Che Committee prescribed both export quotas and 
limitation of production. Subsequently, the scheme received 
the support of most of the producing countries. With a view to 
raise the price from the uneconomic level to which it has 
sunk, the Committee organised a Butter Tin Pool whose func- 
tion it is to receive from each producing country certain 
quantities of tin and to withhc!d them from the market until’ 
the price level has gone above (165 per ton 

The question of the revival of international trade has 
been altracting the attention of experts since the end of the: 
second great war. Sometime back an international conference 
was called at Geneva* to consider the situation at which talks 
about international tariff negotiations were heard. Our ex- 
perience with international tariff negotiations and regulauion 
schemes bemg what it is, any such talk makes the interested 
parties apprehensive. ‘Vhis is particularly wue of the indus- 
tries that have come into existence during recent years, such: 
as, engineering. heavy chemicals, electricals, non-ferreous 
metals, etc. In any international tariff negotiation, the case 
of these new industries should never be neglected but should 
be protected. Foreign countrics are already anxious to enter: 
the Indian market, which if allowed would destroy these newly 
started industries. Hence in any future international nego- 
tiation regarding tariff, the interest of the newly started indus- 
tries must not be negtected. Not only this; quantitative 
import restrictions should also be recognised in the case of 
those countries in particular who want to develop their 
economic resources by utilising their limited exchanga  re- 
sources. This is also true of our country. Our sterling 
resources are hard-earned and must not be squandered in any 
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« See Appendix. 


ORGANISATION OF FOREIGN TRADE 251 


way but utilised for the economic development of this country 
and this should not cause heart-burning among big industrial 
powers. This clause should also form a part of the future 


World Trade Charter. 


Risks in Foreign Trade. 


Whenever trade goes beyond the political boundaries, the 
normal risks of trade are intensified. It is not that risks do 
not exist in home trade; they are there. But the intensity of 
the risks increases as soon as the political boundary is crossed. 
This is not all; some new risks which are conspicuous by their 
absence in home trade crop up. The most important of these 
types of risk are those connected with the foreign exchange. 
It is no doubt true that the currency of a country has two 
ralues—external and internal——and the latter value is as much 
fluctuating as the former one. But the fact remains that 
slight changes im the internal value of currency are not felt 
so much as slight changes in the external value of the currency. 
For a slight change in the latte: leads either to automatic or 
* to conscious adjustment ino the rates of exchange. 


Credit Risk. 

The very first risk to which one’s attention may be drawn 
is counccted with credit) sanctioning. Credit risk, does not 
simply mean buyer's credit; it also means. seller's credit. So 
far as the seller is concerned, the question arises as to whether 
he has credit cnough to fulfil the contract. We have seen in 
connection with our study of the export agencies in agricul- 
tural products that most often the contract between the pur- 
chaser and the seller is | non-mutual in” character, the dis- 
advantages being placed against the seller. Thus when the 
quality of the goods contracted for is superior to the quality 
agrced upon, the seller receives no premium; but when the 
quality is inferior, the seller has to suffer because of deductions 
from prices or various other troubles. We are not concerned 
with the-efficacy of this system of contract. But it is appa- 
rent that the seller’s side of credit is more emphasized upon itr 
the present case and before entering into a contract for the 
purchase of anything, the purchaser must see whether the con- 
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tracting party is sound enough so as to be able to fulfil the 
-contract. 

The other aspect of the credit risk, and the more import- 
ant one, is concerned with the buyer, and the seller is to he 
sure that the party in question is sound enough and in a 
position to honour the obligation it has incurred by purchasing 
goods on credit. It is wellknown that the sources obtaining 
credit information inciude customers reference, banker’s 
opinion, commercial enguiry agent and = publication, both 
official and non-official. Of these, banker's opinion is the most 
important so far as the Indian customer goes and the banker's 
Opinion in quesuon is the opinion given by the exchange 
banks. It has been an agelong complaint by the Indian 
importers that the exchange banks which are all fo1eign give 
poor references regarding Indian commercial houses to enquiries 
from abroad and give better references as to forcign com- 
mercial houses even though actually the latter are in a lower 
‘business standing. When this point was brought before the 
Indian Central Banking Enquiry Committee, the exchange 
banks tried to justify their position on the ground that this 
dlifference in treatment was due to the unwillingness on the 
part of the Indian commercial houses to sapply the banks with 
audited -balance sheets. But this argument docs not staid on 
solid ground in view of the fact that every cumpany registered 
under the Indtan Companies’ .4ct must have audit and give 
publicity to its balance sheet. It may be argued that the 
exchange banks want the audit to be done by an anditing firm 
approved by them. But if they actually want this, there is no 
logic in this case as well, in view of the fact that the auditors 
are people approved by the government. However, this was 
denied by the exchange banks who stated that they only wanted 
accounts to be audited by auditors who are on the approved 
list of the government. But these were not the real reasons 
for the partial treatment. The real reason however came out 
and it was that the managers of the exchange banks, bemg 
foreigners, are not able to keep themselves in close touch 
with their Indian clients and have therefore to depend for the 
information regarding their financial standing upon the 


reports of the subordinate members of their staff or brokers or 
shroffs. 


A 
r 
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The other sources of credit information referred to above 
are not either properly developed or are conspicuous by their 
absence in this country. One very important source of obtain- 
ing this information in advanced commercial countries is the 
commercial enquiry agents. Some of these firms — issue 
periodical credit lists not only for home concerns but also for 
some foreign countries, the names being arranged according to 
the standing of the different firms and the list being supplied 
regularly to subscribers. Apart from specialising in supplying. 
credit information to the subscribers for a few countries in the 
published list, they also maintain extensive files of reports on 
firms in all important trading countries, which are supplied to 
subscribers when required by them. In recent vears, they have. 
extended the line of their activity and have included in the 
services rendered by them the collection of bad and doubtful 
debts at home and abroad, and are prepared to tender advice 
to unpaid creditors as to whether they should take to legal 
proceeding for the realisation of the due amount or whether 
they should bring pressure by some other means. 

Another important source of obtaining credit information 
in all countries, India being no exception, is the Government 
Department of Commercial Intelligence. “Fhe function — of 
this department of the Government of India is to provide ‘‘a 
convenient link between the government and the commercial 
public and is responsible for the collection and dissemination 
of commercial information with a view to the promotion of 
Indian trade, especially on the export side. It answers trade 
enquiries, effects trade introductions, disseminates trade infor- 
mation regarding trade openings in other countries to firms 
in India and circulates information regarding Indian produce 
and manufactures to merchants abroad who are likelv to be 
interest in such information,” 

In advanced countries, like England. U. S. A., Germany, 
etc., credit risk mav often be insured by taking up floating 
policies available for certain lines of trade, the procedure of 
taking a policy being very similar to that in case of marine 
risk policy. Policies of this type are issued by underwriters 
-and insurance companies, some of the latter specialising in this 
class of business, e.g., The Trading Indemnity Co. and The 
General Trading and Finance Co. in Britain. Sometimes. as 
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in England, a Government Department may perform the func- 
tion of insurer, the object being to facilitate the financing of 
exports, where the importer’s status is not sufficiently well- 
known for the exporter’s bank to be prepared to advance funds 
against order. In England the Export Credits Guarantee 
Department issues two types of policies, viz., comprehensive 
guarantee and specilic policies. Comprehensive guarantee is 
available for shipments io all overscas buyers. ‘The exporter 
has to submit details of his estimated shipments for coming 
12 months, his export trade for previous five years, his bad 
debt experience, the importer to whom goods are sent and the 
nature of the goods. The Export Credits Guarantee Depart- 
ment then assesses the risks and quotes premium. The 
premia so quoted are of two types—one in which the whole 
risk is borne by the Department, subject to an agreed maxi- 
mum and the other where a certain proportion of the loss 
calculated with reference to his previous bad debts experience 
is borne by the exporter himself, the rate charged in the latter 
case being lower than that in the former. — Specific policies 
are available for a part of the exporter’s business, the depart- 
ment agreeing to cover an agrecd percentage of unpaid bills 
drawn on the buyers, the maximum being 75 p.c. Since the 
risk is not so well-spread the premium charged is consequently 
high. According to the Commercial News of Los Angeles, the 
chief characteristic of export credit insurance system is. that 
by purchasing this type of protection, a small exporter can be 
protected against the risk of loss in two ways: first, by reason 
of non-payment for goods delivered to a foreign customer, he 
would be enabled to make sales and extend credit to more 
sound and legitimate foreign accounts to which he, otherwise, 
might hesitate to sell, because of difficulty in securing adequate 
informations to judge their true credit standing; secondly, he 
would be able to turn over that portion of the working capital 
which otherwise would be tied up in goods sold to foreign 
customers on credit terms to six months or a year or more. 
Moreover, after the acceptance of the goods abroad the debts 
would be guaranteed to the extent of the insurance coverage 
against the risk of nonpayment. With this backing his drafts 
‘drawn on foreign customers would find a steadier market than 
before. A comprehensive development on these lines cannot 
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‘at present be suggested for India though a beginning may be 
made and the government can do a lot by taking at least an 
active part in the collection and dissemination of credit infor- 
mation. 

Pubiications, both offiaal and uon-ofliaal, have at umes 
Served the pupose ol supplying credit information. In India, 
both the official and non-oiticial agencies are more or less con- 
cerned with the suply oi trade intormation rather than credit 
information. In this respect, therefore, there is a big gap 
which needs be fulfilled. 


Ewchange Risk. 


Next we shall turn to another variety of risk which 1s 
known as Exchanged Risk. The nature of the risk involved 
may briefly be explained. When the invoice and the bill of 
exchange are prepared in the currency of the buyer, the seller 
runs the risk that the eventual conversion of the buyer's cur- 
rency into his own may bring him a smaller amount than he 
anticipated in terms of his own currency. Thus if the invoice 
~and the bill of exchange are prepared, at the exchange rate of 
Re. 1 = Is., in Indian currency, and if at the time of the receipt 
of payment the seller receives 10d. instead of Is. for each Re., 
then he sustains a loss 2d. per Re., although, in terms of Re., 
he has received the same ameunt. If the same bill is drawn in 
the currency of the scller, say pound sterling, at the exchange 
rate of Re. l= Is., and if the buyer, at the expiry of a stated 
period, has to purchase sterling at Re. |= 10 d.. instead of Is.. 
the seller in) purchasing the same amount of sterling has to 
sustain a loss of three annas and two and two-fifth 
pies for each — shilling. On the other hand, uf — the 
rate of exchange, instead of coming down, goes up, 
the reverse will be the case. Let us sce what happens in 
case Re. I, instead of being equal io Is.. becomes equal to Is. 
2d. In this case if the bill is drawn in the currency of the 
buyer, the seller will get more in terms of his own currency 
and will therefore be at advantage over the buyer. If, on the 
other hand, the bill is drawn in the currency of the seller, the 
bujer benefits at the time of payment in so far as for the same 
amount of pound sterling he has to spend less in’ terms of 
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rupees. The risk is multiplied in case of trilateral exchange. 
Thus when India has to send some commodities or purchase: 
others through the intermediary of London agents, money 
is being exchanged twice. Rupee in sterling and. sterling into. 
franc or mark or anv other European currency, and the dupl. 
cate transaction multiplies exchange risk. 

The problem of exchange risk, although not unknown, 
did not assume much importance belore the first world) war 
in view of the automatic adjustability of the gold standard and 
the fluctuation of the exchange rates between two specie 
points. But after the war the world was faced with new con- 
ditions in which exchang risks had multiplicd and the’ specie 
points were not sufficient check to the fluctuation of the ex: 
change rates. The subject assumed very great importance not 
only in theoretical discussions but also i practical measures 
to meet the situation. The Memorandum an the linprove- 
ment of Commercial Relations, ete., contains a mine of theore- 
tical discussions contributed by the best brains. various argu- 
ments have been put forwaid both for and against the question 
of flexible parties, widening of the gold points, etc.. etc. What- 
ever the efficacy of these theoretical considerations may be, one: 
things is clear, viz., that there 1s ‘ta growing understanding of 
the insufficiency of some of the older methods of ensuring a 
monetary balance.” In- practical field, various efforts have 
been made at minimising the effects of exchange fluctuations 
by the adotiopn of exchange control devices. ‘evices. 
have no doubt varied, being mainly divisible into. types.. 
the British type and the German or ‘‘rationing’’ type: but 
there 1s nothing to say in favour of one and against the other,. 
in so far as the emergence of a parlicular type of exchange 
control was the result of the peculiar circumstances of the 
country in question. But then there is no essential difference 
and the British type is not so much lenient as it is often made- 
to be; for the device of Exchange Equalisation Account and 
the secrecy under which it is operated are sufficient proof of 
the fact that the hand of the British Treasury, though 
invisible, is effective enough. In the words of Ohlin, ‘‘Mone- 
tary authorities (in England) have on many _ occasions inter-. 
vened not only on spot market but also with purchases or sales 
on forward market. By preventing very large discrepancies. 


ORGANISATION OF FOREIGN ‘TRADE 254 


en spot and forward quotations, they have perhaps been 

- to prevent the spread of a lack of confidence in the value 

. some threatencd currency. “Chey have also been able to 
make the speculators ‘burn their fingers.’ ’ 


CIimerican Lconomic Review, 19.57, Supplement.) 

The above measures at minimising exchange risk have 
been taken by the state and are aimed at against wide fluctua- 
tions, When fluctuations arc quite normal, smaller measures 
may be quite sufflidient for the purpose and the monetary 
authoritics in different countrics have not remained indifferent 
mm this respect. When debts are immediately payable, the 
following covers may be available against exchanee risk. The 
Mmporter can arrange with his bank to purchase foreign 
currency from the latter at almost the same “T/T rate at 
Which the bank has purchased it, a small addition being made 
to allow for the bank’s profit and expenses. tn this case the 
mnporter does not lose in so far as he is sure to get the foreign 
currency ata certain rate. “Phe cxporter also can cover him, 
scl against any exchange risk adverse to him by seiling the 
exchange to his banker. the currency bills with attendant docu- 
ments being sold to the bank at rates of exchange which allow 
for the bank's commission and other expenses, and the risk of 
any future adverse fluctuation in the rates of exchange being 
borne Se bank. Where the debi is however not payable 
immed sdrious. covers mav be available. “Phus the 
MMporte. can purchase foreign currency immediately which he 
Will have to pay at some future date. He need not receive the 
forcign currency from the bank at once: the bank will hold. it 
for him. until required. with its agent in the centre in which 
the payment is to be made. In the same war the exporter can 
cover Temseclf by selling the usance bill te the bank not exactly 
ato market rate of exchange but ata sliehth higher rate so as to 
cover risk, profit. collecting and discounting charges. ete. But 
the most scicntifie device that has been adopted is known as 
Forward Exchanec, which, even without limiting the fluctua- 
tions of exchanges, ‘tprovides an interesting and necniouws way 
of avoiding unexpected losses arising out of them. In forward 
exchange. the dealers contract to purchase and sale a certain 
amount of foreign currency one month, two months’ or three 
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months’ hence at to-day’s spot rate of exchange, whateve 

spot rate might have become by that date. ‘he forward 

will not exactly be equal to to-day’s spot rate but will di. 
trom the latter by a small amount and will) be quoted at . 
premium or discount on the spot rate according to the pressure 
of demand for the currency of a particular country. So far as 
the trader is concerned his position is secured. But in selling 
currency forward, the banker runs a risk, according as what the 
rate of exchange is going to be three months hence. ‘Lhere- 
fore when a bank agrees to give delivery of currency at some 
future date, it is wise for it to purchase the same amount 
immediately in spot market and keep that sum in the country 
in which payment is to be made, until the contract) matures. 
‘To keep this sum on deposit may involve a loss of interest: and 
in that case the forward currency will stand at premium. If 
however the rate of interest earned on deposit is high so as to 
leave a margin to the bank, the bank will naturally grant a 
cliscount. 

Now let us turn to the Indian side of the picture. In 
India the conscious manipulation of the ratio is quite old. At 
uumes the rupee is linked to sterling, at others to gold; at times 
the rate of exchange is Is. 4d., at others 1s. 6d. It is well 
known how the gold exchange standard had come into exist- 
ence im India and was inaintained by the Council Dratts 
System during the pre-war period. But difficulties arose with 
the outbreak of the war. As soon as the first shock of the war 
was over, exports revived and the demand for Council Bills 
increased. Within a shert time, the sale of Council Bills 
resulted in the depletion of the :upee reserves in India. 
Certain measures were adopted to meet the situation and the 
exchange rate was fixed at Is. dtd. in January 1917. But the 
measures proved inadequate owing to the remarkable rise in 
price of silver and it became impossible to maintain the rate of 
exchange at Is. 4d. when the market value of the silver content 
m the Rupee was not less than Is. 8d. and even more. The 
only solution suggested by some people that the loss — be 
debited to the Gold Standard Reserve was not accepted and 
the rate of exchange began to rise, thereby reaching the peak 
of 2s. 11d. in the early months of 1920. The tide then turned 
when the demand for Council Drafts had ceased and there was 
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sa strong demand for Reverse Councils. Lhe Government 
accepted recommendations of the Smith Committee and adopted 
the exchange rate at 2s. gold. But the Government effort to 
maintain this rate was a lailure. For some time owing to tie 
heavy demand on the part of exporters to discount their 
export bills, and thus to obtain rupees, as early as possible, 
thereby protecting themselves from the rise of exchange which 
was expected every now and then. there was a rush of the 
Indian exporters which itself led to a rise in the exchange rate 
as high as 2s. 10d. ‘Vhe abnommally high rate of exchange 
favoured imports and the purchasing power which was sent 
up during the war was released im torrents. “Fhe boom was all 
the more stimulated by speculative activity in exchange tran- 
actions, Phe balance of trade which had been favourable 
durimg the war took a reverse course. “Lhe exchange rate 
began to decline and reachcd the lowest level of 1s. 3d. in 
1921. “Thus both the specie points had broken down and efforts 
at stabilisation were nullified. We are not concerned — here 
with the currency history; but we cannot neglect the risk aris- 
Ing out of exchange fluctuations in so far as it affected the 
commercial community of this country. “Phe — effects were 
three-fold. In the first place. the sterling balances which had 
eccumulated during 1914-19 were squandered, partly due to the 
foolishness of the Indian public in their demand for silver, at 
a fabulous price, which ofter the war lost much of its monetary 
significance va-a-vi gold, but mainiv due to the short-sighted 
policy of the Government which at once acceded to the public 
demand and ‘set up the whoie theory of the requirements of 
trade and of the obligation to sell reverse councils, which 
transformed the problem: of proper utilisation of our foreign 
balances into one of acquisition of silver for internal — circula- 
tion and management of the rupee ratio for external pur- 
poses. Secondly, the high rate of exchange worked asa 
stimulus for placing orders with foreign countries for the 
Import Of plants, machinery, etc. The commercial community 
had placed their faith im the ability. of the Government to 
maintain the rauio at 2s. gold. But) when the Government 
failed to do so and took shelter in the policy of masterly 
inactivity, the commercial community, which had not taken anv 
usual precaution against exchange risk, was placed in ruins. 
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For they had contracted to receive their goods on the expecta- 
tion that they would get 2s. gold in exchange of Re. 1; but 
when the exchange collapsed, the expectation evaporated and 
the whole investment proved grossly uneconomic, And thirdly, 
the vexed ratio question which originated from this time has 
come to stav even to this day and this aspect of the problem, 
sO very important in the successtul conduct of foreign trade, 
has not yet been solved. 

The subsequent history of ratio controversy is sufficiently 
well-known to need recapitulation, Sufftce it to say here that 
inspite of the protests of the Indian commercial community, 
the ratio was fixed at Js. 6d. sterling, instead of Is. 4d. which 
had been regarded in this country as the natural rate. [tis of 
course true that there is no such thing as sanctity about the 
natural rate nor is it easy to say what a natural rate is under 
particular circumstances. But one thing remains clear. When 
the whole world was moving towards devaluation for giving 
ease to their foreign trade in vicw of the impending depression, 
Indian currency was actually over-valucd and was shcltered by 
the export of gold from this country. Whatever the merits or 
otherwise of the gold export, the above factor remains clear 
and what the Government of India should) have done by 
economic, means Of devaluation of the rupee and exploring 
possibilities of stimulating exports was achieved ina non- 
economic manner. 

In view of the abnormal increase in exports and conse- 
quent one-sided pressure on the exchanges since the outbreak 
of the war in 1939. the Government of India instituted 
exchange control with a vicw to stabilise the exchange rate. 
Apart from this, the Reserve Bank announced tts decision to 
deal in forward sterling. For. owing to the difficulty of obtain- 
ing cover In London for positions other than spot and the rise 
in the discount rates there, banks were reluctant to do forward 
business for the first few months of the war. The Reserve 
Bank therefore announced that it would be prepared in future 
to purchase sterling for forward delivery cxtending over a 
period of 90 days at a higher rate. Vhis, along with other 
measures, has resulted in a more or less stable exchange rates: 

Two new developments after the war may now be noted in 
brief. They are, first, the de-linking of the Rupce from sterling 
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and second, the cstablishment of Intemational Monetary 
Fund with a view to secure stability of exchange rates through- 
out the world and to stop the race of currency depreciation. As 
a result of the de-linking of the Rupec from sterling. Rupee 
has become an independent currency and may be linked with 
the monetary unit of the International Monetary) Fund. Fer 
this purpose, in place of scctions 40 and 41° of the Reserve 
Bank of India Aci, a new seciton has been substituted as 
follows: ‘Phe Bank shall sell to or buy from any authorised 
person who make a demand in that behalf at its office in 
Bombay, Calcutta, Delhi or Madras, foreign cxchange at such 
rates Of exchange, and on such conditions as the Central Gov- 
ernment may from time to time by general or special order 
determine, having regard so far as rates of exchange are con- 
corned to its obligations to the 1. M. F. provided that no person 
shall be entitled to demand to buy or sell foreign exchange of 
a value jess than two lakhs of rupees.” Section 17 of the Act 1s 
also amended so as to enable the Reserve Bank to buy and sell 
securities issued by the Government of any country outside 
India which is a member of the 1. M. F. Uhe rate of exchange 
is no longer fixed by the Act but is left to the Central Gov- 
ernment which is to determine the rate subject to such condi- 
lions as it might deem necessary consistent with the obligations 
under the I. M. FF.) “Purning next to the second question, vz. 
the establishment of the I. M. br. with a view to secure the 
stability of cxchange rates, the prime object of the Fund its to 
“promote internauional monetary co-operauion through a 
permanent institution which provides machinerv for consulta- 
tion and collaboration on international monetary problems.” 
The par value of the currency of cach member is to be 
expressed in terms of gold as the common denominator or in 
terms of the U.S. doliar. Each member undertakes to colla- 
borate with the Fund to promote exchange stability, to main- 
tain orderly exchange agreements with other members and to 
avoid competitive exchange alterations. The Fund — provides 
machinery for changing the par value of a member's currency 
only on the member's proposal and after consultation with 
the Fund. ‘To some extent the members are granted — indivi- 
dual action provided it does not affect the international — tran 
sactions of members. But sanction mav be evoked against 
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members for making unauthorised changes in par value. ‘These 
measures will go a long way to minimise exchange risk in 
international trade. 


Transfer Risk. 


Another variety of risk that) arises in foreign trade is 
known as transfer risk. Here the exporter runs the risk that 
the country of import mav find itself, at sometime between the 
export of his goods and payment for them, unable to meet — its 
obligations. The intensity of the risk is not the same every- 
where but varies according to circumstances. So far the world 
has experienced three types of transfer risks. In the first: place, 
the risk may arise from the over-valuation of currency as was 
the case in early thirties with the Gold Bloc. “Phe over-valua- 
tion resulted in the adverse balance of trade from which 
France and other countries of the Gold Bloc suffered till 1936 
when franc was devalued. ‘The experience of | the over-valua- 
tion of the Rupee and consequent outflow of gold is no less 
remarkable. In fact, the over-vatuation of the Rupee. side bv 
side with the depreciation of currencies m other parts of — the 
the world, thereby creating a greater gap between Rupee and 
foreign currency was one of the reasons—though not the only 
one—of the disappearance of our export surplus, and the 
balance of account had to be maintained, as in the case of the 
Gold Bloc, by the export of gold. The second experience 
arose out Of the reparations payments. whereby the vanquished 
nations after the first world war were required to transfer a 
sum greater than their normal import surplus. Vhis hada 
very severe strain on the economies of the vanquished nations. 
In such a case, if the countiy is on a gold standard, it is com- 
pelled to forsake it, go to paper in its place and devaluate the 
currency to a lower rate. If it is already off gold, the only 
course is to declare a moratorium or a standstill agreement. A 
third type of transfer risk has been experienced by India in 
the present war. This is concerned with the accumulation of 
sterling in England in India’s favour and their blocking for 
the war and transition period. [t is a poor sight that the seller 
is in a helpless position as regards the utilisation of these 
balances. It is suggested that if abnormal war nalances are 
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liquidated by a flow of additional exports from the debtor to 
the creditor country, no special problem arises. It is quire truc 
so far as the debtor country is concerned; but not so in case of 
the creditor country. For if this flow of additional exports 
from the debtor to the creditor country be in the shape of con- 
sumption goods, it will do a permanent harm to the industrial 
development of India. Besides, why should India be forced to 
purchase in the English market against her will? ‘The eternal 
law is that the customer purchases in the cheapest market avail- 
able. The method of utilisation of sierling balances should 
also be left to their rightful) owner. Dominions like South 
Africa and Canada have, despite their racial attacinucnts to 
mother country, not postponed the question of utilisation. of 
sterling balances until the termination of hostilities but have 
taken care to sce that that their immediate requirements are 
met and that their vital interests adequately sateguarded in all 
transactions relating to sterling. India is denied this privilege 
even. 


Risk al Sea. 


Finally, we shall touch upon another risk, viz., risk at sea. 
The nature of the risk involved in sea vovage is well-known 
and the need for insurance is apparent enough. flere there- 
fore we shall simply consider, in brief. how far provision has 
been made in India for the removal of this type of risk. But 
before we do that, we may mention in brief the procedure of 
taking a policv in marine insurance. Sometimes the marine 
insurance companies transact the business directly: but more 
often the transaction 1s carried through agents whom the com- 
panics appoint with general or limited powers to bind the 
latter on risks. They are usually provided with a schedule of 
rates of premium and limits as to the amount insured appli- 
cable to different classes of business transacted. The method 
adopted in effecting a contract) of marine insurance differs 
from that emploved in other branches of insurance business; 
for, it is effected through a broker who, on receipt of instruc- 
tions from his principal. makes out an abbreviated memoran- 
dum of risk, known as original slip. ‘The broker then takes 
the original slip and offers it for subscription to a company 
underwriter. If the risk is acceptable to the underwriter, he 
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quotes a rate per cent and if it is accepted, it is entered on the 
slip. The underwriter then writes his line. Where large 
amounts are involved, the broker may have to take the © slip 
to several underwriters to secure subscriptions till the full 
amount is covered. Be it noted however that the original slip 
has no place in the eye of law. So also the cover note which 
the broker forwards to his client on completion of an_ insur- 
ance. Both the original slip and the cover note are binding in 
honour only. When the insurance has been effected with a 
company, on receipt of final instruction from his client, the 
broker makes out a closing slip, alternatively known as a 
forward or definite slip, which states at greater length full 
particulars of the risk as indicated in original slip. 

In India the business of marine insurance is a_ virtual 
monopoly of non-Indian concerns. An idea of the share of 
the insurance business transacted by Indian and = non-Indian 
concerns can be had from the following table: — 


(in crores of Rupees.) 


1938 1939 1940 
Life Assurance— 


Sums assured with Indian Cos. ... 204 215 225-5) 
Suis assured with Non- 

Indian Cos. oe a NE 56 60-12 
Premium Income ead . 15-6 14-5 13-99 
Premium Income of 

Indian Cos. soe .. ~=6(10-5 11-3 10-69 
Premium Income of Non- 

Indian Cos. a: re | 3 3-30 


Non-Life Insurance— 


Total net Premium Income... 2-82 3-37 3-61 
‘Total net Premium Income 

of Indian Cos. ste ... 0-89 1-02 1-18 
Total net Premium Income 

of Non-Indian Cos. we 1-93 2-35 2-43 
Total Fire Premium Income _.... 1-38 1-52 1-45 
‘Total Marine Income ve =: O52 0-95 1-31 


Total Miscellaneous Premium 
Income ae ... 0-92 0-90 0-85 
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‘The whole of the above table is not relevant for our 
present purpose. But yet it has been given in order to have 
a glimpse at the comparative position of the Indian and non. 
Indian concerns in life as well as non-life business. It will be 
seen that while in life business, Indian concerns — pre- 
dominate, in other fields, the non-Indian concerns have a 
major role. “This should not however be taken to mean that 
Indian firms are unwilling or uafit to transact other types of 
business. “Che main reason is onc of connection and influence. 
We have already scen that about 80 to 85 p.c. of our foreign 
trade is in the hands of non-Indians and it is but natural, 
though antagonistic to the national interests, that the firms 
in foreign trade will give their support to their own pcople. 
The atutude of the overseas importers is no less a determining 
factor. Thus the overseas importcts, say, in England, stipu- 
late in their letters of credit that insurance should be effected 
with a British Company, with the consequence that the ex- 
change banks do not accept documents unless the goods are 
insurcd with a British Company. No less responsible 1s the 
attitude of the exchange banks im this respect. Thus it was 
pointed out by the Indian Merchants’ Chamber, Bombay, 
before the Indian Central Bunking Enquiry Committee that 
the exchange banks are literally forcing Indian exporters to 
insure their goods with foreign insurance companies. It was 
suggested that the Exchange Banks’ Association should lay 
down standards to which the iusurance companies should 
conform for obtaining the confidence of the exchange banks 
and that) the Association should thereafter publish a 
list of Indian and = Non-lndian insurance companies which 
conformed to these standards and whose policies should be 
accepted by all the exchange banks without limit. But even 
so lenient a proposal was not acceptable to the Exchange 
Banks’ Association which evaded the issue by pointing out 
that the decision in the matter rested with each individual 
bank. Even to this day the situation has not improved and 
the foreign concerns have practically a monopoly in this line of 
business. 

In recent years the number of Indian concerns carrying 
on business other than life is increasing. But the difficulties 
in their way are immense. It is quite natural that they will 
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have to face competition from their better-placed rivals. But. 
if this competition is changed in favour of co-operation, im- 
mense good will be done to the business. For this purpose: 
the newcomers as well as the old have certain duties. The 
newcomers should not accept unremunerative rates for attract- 
ing business. This does not always create good feeling among: 
the parties even and makes the old concern lose their sympathy. 
A covetable ideal is better service. The bigger concern should 
see that the new ones get some business out of their excesses. 
which are at present reinsured outside. The establishment of 
a Central Marine Claims Settlement Board may also be con-. 
sidered, at least for the smaller units for whom the main- 
tenance of an independent arrangement would be too costly 
a luxury. The Board would help the standardisation — of 
practice and procedure. 


Market Researcit in Foreign Trade. 


The most important, at the same time the most neglected, 
subject in India’s foreign trade is market research. In these: 
days of hard competition in world market, it is necessary to: 
explore every possible facilitv for the expansion of markets. 
Besides, the more remote the market, and the more compli- 
cated the conditions, the greater will be the problem of sale 
The regulations regarding foreign trade are not the same in: 
different countries but vary and change from time to time. 
It is the function of the Market Research Committee to keep 
abreast of all these changes in law and usage. Besides, rapid 
changes are taking place in world market, in tastes and 
fashions and it is necessary that the producer should keep in: 
touch with these changes. Sometimes the demand may be 
potential and can only be known as a result of research work. 
Sometimes, some foreign country may be carrying on research 
for finding out a substitute for a certain product, e¢.g., jute, 
and it is necessary to be informed beforehand so that adequate 
measures may be taken to secure competitive position. For 
these and thousand othe: reasons. market research has assumed 
importance particularly in foreign trade. In the large and 
highly developed export organisations in advanced com. 
mercial countries of the west. research work in foreign market 
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is constantly being carried on to some extent by a separate 
market research department. {n the case of smaller concerns,. 
it is not possible to maintain a separate research organisation. 
So they are sometimes found to maintain one common organi- 
sation, working for all. 

The need for market reseaich. as already hinted. is not 
much appreciated in this country. The history of the coal 
industry in India is a sufficient eye-opener. Before the first 
great war, India supplied coal not only to the Indian ports—- 
both the Indian India and British India—but also to foreign 
ports like Colombo, Hougkong, Singapore, Aden and Durban. 
The Government of India had prohibited the export of coal 
from Ist September, 1920. but when the prohibition was 
removed and all facilities restored from Ist January, 1924, it 
was found that the foreign market had been lost. It must of 
course be admitted that India is not dependent on the foreign 
market for the sale of coal; but however small the export may 
be it is a disgrace to be ousted from foreign market. There- 
fore, a committee was appointed in order to investigate into 
the matter and on the basis of its recommendation the Coal 
Grading Board was organised in 1926. It is of course true 
that inspite of the efforts of the Board. shipments of cargo coal 
have been declining steadily in recent years, but as the Coal 
Mining Committee (19375 pointed out, ‘‘it is possible that the 
foreign trade would have disappeared altogether without 
grading.” 

Among other fields, mention mav be made of two cases 
in which the government has taken some step for the explora- 
nation of market. One of these was the appointment of the 
Indian Trade Mission in 1928 in order to explore the possi- 
bilities of market expansion for Indian Cotton piecegoods. 
The Mission, as already pointed out. recommended the 
appointment of trade commissioners at three centres, but 
appointments were made at two places only, viz.. Alexandria 
and Mombasa, On the need for exploratory work. a_ well- 
known American authoritv on textiles. Kennedy, pointed out, 
in his Profits and Losses in Textiles, that the most significant 
factor to-day in the textile industry has been the economy of 
large scale merchandising and selling. A common co-ordinated 
policy for enlarging existing markets. the investigation of 


268 INDIAN BUSINESS 


mew uses for cotton fabrics, the systematic exploration of export 
markets,—these are the numerous directions in which action is 
to be taken. As we have already seen elsewhere, the Trade 
Mission considered that an additional market for 80 to 90 
million yards of cloth could be found in the territories covered 
by the Mission’s Report, provided that a common. selling 
organisation was brought intc being; but the recommendation 
was not given effect to. In another field, the government, has 
helped to carry on market research. This was the appoint- 
ment of the Meek-Gregory Committee to explore the possibi- 
Jities of market for certain Indian products in America, which 
became necessary as a result of loss of market in Europe owing 
to the outbreak of the second world war. The _ possibilities 
‘explored were rather meagre. 

Among the organisations instituted by the industry itself, 
mention may be made of two outstanding ones in this country, 
viz., the Indian Central Cotton Committee and the Central 
Jute Committee. ‘The functions of these bodies are varied 
and only a small part ol their attention is given to research 
work of any sort, including exploration of markets. “Thus one 
ol the functions of the Central Cotton Committee is to carry 
‘on research in the plant breeding schemes for the improve- 
ment of quality. The Committee has also taken steps to 
bring to the notice of the trade, both in India and abroad, 
those improved varieties which have now reached a commer- 
cial scale. The functions of the Central Jute Committee in- 
clude agricultural, technological and =  cconomic research, 
enquiries and recommendations relating to banking and trans- 
port facilities and transport routes, improvement of marketing 
in the interest of jute industry, collection and distribution of 
all relevant information on jute, etc. Be it noted however 
that the bearing of the above functions on the market research 
is only indirect. But there is no systematic organisation for 
the purpose. ‘The merchants in the western coast of India 
going overseas, particularly to Africa, come into touch with 
final consumers in those regions and provide a sort of research 
agency as regards the tastes and demand of the inhabitants of 
these regions. In India, we find their prototype in the 
Chinese and Japanese hawkers moving inland and coming into 
contact with the ultimate consumer. That was one of the 
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reasons why Japanese goods, particularly cloth, found so wide 
a market in India. What these people have done in Indta 
should be taken as an example. The Interim Government 
in India has been showing interest in this respect and have 
sent Trade Missions to somc countries. Similar visits have 
been organised by industrialists as well. 


Trade Marks. 


Trade marks are of very great importance in export trade 
in view of the fact that the customer recognises a particular 
commodity by the mark it bears. He has no direct connection 
with the producer; nor does he care to have any. He bears. 
the mark in his mind and orders for it to his shopkeeper. It 
is for this reason that the manufacturer and the merchant 
dealing in it should make sure that the mark is not forged, 
and that this right is not infringed in any way in_ overseas 
market. For otherwise, the goodwill obtained by a particular 
make may be exploited by another firm producing the same 
line and adopting the same, or very similar, mark. 

Three types of arrangements are to be found in the matter 
of trade mark. In the first place, the user of a particular trade 
mark obtains a right to the use of the mark, and when it is 
registered, it is prima facie evidence of the right already 
obtained by the user. This arrangement is to be found in 
some of the countries of the British Empire. minus India, 
some countries of Europe and the U. S. A. There is another 
group in which there is no sanctity about the use of a trade 
mark. As soon as a trade mark is registered, the persons who- 
have been using the market for long without registration 
would be excluded from the privilege. The most important 
example of this type is Japan. as also some of the South 
American States. India fell in none of the above categories. 
Here there was no provision for registration of a trade mark 
but the principle recognised was that the person. who first 
took a mark into use was entitled to it. Trade marks are to 
some extent protected in British India by Section 3 of the 
Merchandise Marks Act of 1889 and by the law of commercial 
goodwill. Under the former Act, the infringements or 
offences have been classified under four heads: — 
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(a) Counterfeit trade marks; 


(b) Trade description false in respect of the country 
of origin; 

(c) Other false trade descriptions cither in respect of 
their number, quantity, measure, gauge or weight, 
or in respect of the materials of which they are 
composed; and 


(d) Lengths not properly stamped on piecegoods. 


Vhe first non-official efforts at the restriction of the use 
wf trade mark were made by the Madras and South Indian 
Chamber of Commerce and also the Bombay Mill-owners’ 
Associaion. The former body used to register new trade 
marks on payment of a fee, though this registration conveyed 
no legal right. ‘Vhe Bombay Mill-owners’ Association keeps 
a register of all trade marks in use by members and has a 
special set of rules governing their registration to which all 
members agree to conform, in view of the protection afforded 
by the Association to the trade marks and tickets used by them. 
The first legislation in this respect came into existence in 1940 
when the Trade Marks Act, was passed which provided for 
the registration and more effective protection of trade imarks. 
The definition of wade marks in’ law is not the same bui 
varies in different countries. Vhe U. K. Trade Marks Amend. 
ment Act of 1937 gives the tollowing definition: ‘SA trade 
mark shall mean... .a mark used or proposed to be used in 
relation to goods for the purpose of indicating, or so as to 
indicate, a connection in the course of trade between the 
goods and some person having the right either as proprietor or 
as registered user to use the mark, whether with or without 
any indication of the identity of that person...” In the 
newly enacted Indian Law, a ‘‘mark” includes a device, brand. 
heading, Jabel, ticket, name, signature, word, letter or numeral 
or any combination thereof, and a trade mark is a mark used 
or proposed to be used in relation to goods for the purpose of 
indicating a connection in the course of trade between the 
goods and some person having the right to use the mark. 
Thus it is clear that the definition of trade mark in both the 
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, is almost the same. ‘lwo types of registered trade marks 
e to be found. In the first type, which is most common, 
registered trade mark contains either the name of the com- 
pany, individual or firm represented in a special or particular 
manner, or the signature of the applicant for registration or 
some predecessor in his business, an invented word or words, 
a word or words having no direct reference to the character or 
quality of the goods, or any other distinctive mark. In the 
second type, the mark applied for should be capable of distin- 
guishing goods with which the proprietor of the mark 1s or 
may be connected in the course of trade from goods with 
which he is not so connected. ‘The latter type is to be found 
in New Zealand and some parts of Africa. 

In most of the countries, before a trade mark is accepted 
for registration. it is Compared with marks which are there 
already on the register and if it| is found that the mark 
resembles any other mark already inserted so as( to create con. 
fusion it is refused registration. In the Indian law, trade 
marks contrary to law or morality or dis-entitled to protection 
in a court of law by virtue of their being likely to lead to 
deception or contusion, shall not be registered. Further. 
applications for registration of trade mark are liable to be 
opposed and the decision of the Registrar will be appealable 
to the High Court having jurisdiction. Original — registration 
will be in force for a period of seven) yvcars and = mav_ be 
extended by another 15 vears at a time. 

Another interesting provision of the Indian Act is that 
any person, not being a trader in the goods in question, who 
undertakes to certify the quality, standard. purity, or some 
other characteristic of any goods, may register a trade mark as 
a certification trade mark, on approval from Central Govern- 
ment. The Act also contains provisions for the defensive regis- 
tration of trade marks and for registering ‘“‘permitted use” of 
the trade mark by other persons than the proprietors of such 
Tarks. © x 

Registration of a mark, be it noted, gives the right to the 
exclusive use of the mark as it is registered; but it does not of 
necessity give exclusive right to everv feature of the mark. If 
the label only or the word or figure or any distinctive mark 
therein be registered, the umregistered part may con- 
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veniently be used by any other competitor. ‘lhus it 
label alone is_ registered, the mark or word therein may . 
copied on a slightly different label; and if the mark or wora 
alone is registered, a slightly ditterent word or mark may _ be 
used on a similar label. It is wise therefore to have each and 
every part of the mark and tabel separately registered, so that 
there may not be any scope for contusion or litigation. 


Government Departients connected with Foreign Trade. 


The following departnents of the Government of India 
are connected with the foreign trade of the country: — 


Department of Commercial Intelligence and Statisttcs. 


We have already mentioned this department and noted 
some of its functions. Apart from the functions already men- 
tioned, it advises the Government of India with regard to the 
fixation of tariff valuations for the purpose of customs duties 
levied in India. It is also concerned with the publication — of 
Indian Trade Journal and the Annual Review of Trade and 
various other matters relating to Indian trade. A new section 
known as the Statistical Research Branch has been subse- 
quently established for doing research work on economic 
problems in which the Government of India are interested 
and to carry out a continuous analysis and interpretation of 
economic and statistical facts and phenomena for a proper 
appreciation of the economic situation in the country and this. 
branch is also responsible for the publication of the Monthly 
Survey of Business conditions in this country, 


Patent Office. 


The law and procedure in India for the protection of 
inventions and registration of designs closely followed that in 
the U. K., the only important difference being that in the 
absence of any legal provision for the registration of trade 
marks, India could not be a party to International Convention 
for the protection of industrial property, under which certain 
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rights of priority are obtainable in other countries. The reci- 
procal arrangement with the U. K. and the Dominions 
afforded, however, a partial substitute. With the passing of 
the Indian Trade Marks Act of 1940 the situation, it 1s 
expected, would improve when the whole of the Act comes 
into operation. One important Section of the Act, viz., Sec- 
tion 85 has already come into force. It authorises the Central 
Government to prescribe the necessary procedure for the 
deposit of trade marks at the Patent Office in advance of the 
coming into force of the remaining provisions of the Act. 


Customs Department. 


It 1s controlled by the Central Board of Revenue which 1s 
attached to the Finance Department of the Government of 
India. 


Indian Stores Department. 


The story of the Indian Stores Department and that of the 
stores purchase policy of the Government of India make an 
interesting reading and is revealing of the step-motherly treat- 
ment accorded by the Government to the producers in this 
country. It is well-known that the various departments of the 
Government and the Railways in India purchase immense 
quantities of stores of all kinds. The stores purchase policy of 
the Government and of the Railways is a matter of historv: 
suffice it to say here that when the Industrial Commission was 
carrying on its investigations the Government policy in this 
respect was anti-national in character and although the Gov- 
ernment tried to justify their policy, it was pointed out hv the 
Industral Commission that it was possible to regulate the 
stores purchase policy in such a manner as to stimulate Indian 
industries. The Commission went further and pointed out 
certain improvements in the methods of purchase. which if 
adopted, would not only be to the benefit of existing industries 
but lead to the establishment of newer lines of production in 
this country. For long even after the recommendations of the 
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Commission .had come out, no acuuon was taken. At long last, 
in 1922 the Indian Stores Department was constituted. Its 
main function is to purchase in India and abroad, in accord- 
ance with the Stores Purchase Rules, stores of all descriptions 
except lethal munitions, foodstutts, medical stores, stationery 
and a few other classes of articles, for the Departments of the 
Central Government and the minor Local Administrauons and 
to inspect stores purchased by the Department or by the con- 
suming departments direct. Its services are also available to 
such major local Governments, Indian States, public bodies, 
etc., as may desire to avail themselves of these services. The 
purchase activities of the Department are not confined — to 
Indian markets. Orders for stores not obtainable in India are 
placed abroad in accordance with the Stores Purchase Rules. 
The Indian Stores Department and the Indian Stores Depart- 
ment, London, are at present entirely distinct organisations 
and function independently of each other, but the services of 
the London Stores Department are freely utilised by the 
Indian Stores Department for the inspection of stores pur- 
chased abroad. 


Entrepot Trade of India. 


The favourable position of India in the Eastern hemi- 
sphere had been the main reason for the development of entre- 
pot trade even in early times, Indian ports working: as a link 
between the East and the West. In recent times also India 
had maintained the tradition. But after the first great war, 
the entrepot trade recorded a decline. The principal reason 
for this is that countries depending on India as entrepot are 
all gradually developing direct trade relations with the country 
of export. The shares of the principal countries in the total 
entrepot trade of India in 1910-41 were as follows: —The U. 
K. 2 p.c.; the U.S. A. 51 p.c.; Burma 16 p.c.: Arabia and Iraq 
4 p.c. each and Ceylon and Egypt 3 p.c. cach. The bulk of the 
trade in that year passed through Sind which accounted for 
49 p.c., while Bombay had 34 p.c. and Bengal 16 pc. The 
following table gives the value of the principal articles re- 
exported, arranged in the order of their importance: 

(Source: .Review of Trade of India 1940/41). 
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Value in thousands of Rupees. 





1909-10 1914-15 1919-20 


to to to 1938-39 1939-40 1940-41 
1913-14 1918-19 1923-24 
average average average 


een 


Hides & Skins, 





raw oer age 287 5,065 21,913 45,055 51,684 
Cotton, 
raw eae 14 66 6,654 1,558 = 1,309 ——s«1,443 
Cotton, manu- 
factures— 
5 ( Grey 840 7,927 19,4539 1.943 1,091 3,89! 
BO White 1714 4,688 4,958 592 558 1,305 
ww 
2 | Coloured 11,679 13,619 11,229 878 -1,617.—-4,029 
Twist & 
Yarn 805 1,277 2? O47 1,233 496 671 
Other 
Sorts 713 1819 2,160 234 250 418 
‘Potal 15,765 29,396 .46.587 6,033 5,321 13,767 
Wool, raw 4.250 10,206 0 303 3.126 5,799 7,900 
Wool, manu- 
factures 416 837 ~— 5,768 1,239 1,288 1,157 
Total 4.666 11,043 15,566 4,365 7,087 9,057 
Machinery & 
Mill-work 568 489 1,642 1,796 1,736 3,200 
Hardware 1,389 1183 2,708 2,445 2026 2,089 
Sugar  ~=~— 295 31,257 31,623 10 5,546 1,620 
Silk— 
Raw sk 128 200 498 35 84 204 
Manutactures— 
Piecegoods 637 =61,167 1,498 95 197 517 


~ Other sorts 66 24) 394 810 629 ATF 


a a 





Total 826 §=6©1,608 2,590 1,788 1,510 1,198 
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1909-10 1914-15 1919-20 
to to to 
1913-14 1918-19 1923-24 


average average average ~ 
Fruits & 

Vegetables 1311 4.223 5365 1,157 907 943 
Rubber Manu- 


1938-39 1939-40 1940-42 


factures 112 90 38 1 339 324 ‘41% 
Guis and 

resins 1,054 1359 2,304 ASA 476 408 
Haberdashery and 

millinery aoe $Y $12 535 389 28> 


Apparel (exclud- 
ing hosiery. 


boots and 

shoes) 1,589 1389 4,822 938 590 264 
Postal 

articles 1624 2,385 4,516 157 153 150 


—-——— — 


Total value of 
Re-exports 46,188 81,438 1.56,474 64,236 96,532 1,18,128- 


Appendix on Geneva Tariff Negotiations. 


The recent political changes in India have introduced a 
lot of change in foreign trade matters. Henceforth everything 
will be determined not by political factors but by economic 
considerations. Even the future of Imperial Preference is not 
sure. The recent Conference on International Trade and 
Employment which met at Geneva has resulted in a reduction 
in Imperial Preference to which the British Commonwealth 
has agreed. By the terms of the 23-Nation Geneva Trade 
Agreement, the British Commonwealth has agreed to the 
elimination of Imperial Preferences on 5 p.c. of their 1933 
value and reductions in preferences amounting to a further 
25 p.c. Commonwealth countries have agreed to reduce duty 
rates on U. K. goods to the extent of £12 million of their 1938 
value and to limit to the present rates duties on a further 
£15 million worth of goods. 89 p.c. of the South African pre- 
ferences and 64 p.c. of those of India and Pakistan have how- 
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ever been maintained. Under the Agrecment, China has 
granted tariff concessions covering British trade valued at £2 
million in 1938. ‘The U. S. A. has agreed to halve duties on 
the U. K. exports worth £24 millions in 1939 and to reduce 
by one-third and one-half the duties on other exports worth 
between £10 millions and £11 millions. Thus the gain of 
Britain from ‘‘binding” and reduction of duty amounts to 
£29 million according to 1938 value. On the other hand, 
Britain has agreed to bind duty-free entry or advalorem duties 
at current rates on goods, the imports of which from foreign 
countries concerned amounted to {63.1 million in 1938 and to 
reduce rates on goods the imports of which were valued at 
£30.4 million in 1938. ‘This is an entirely new experiment 
full of significances for the future, though, of course, ‘‘conces- 
sions on individual margins of preference do not by any means 
involve an abandonment ol the essential structure’ of the 
system of preference. And yet the gains for Britain are con- 
siderable. For, while the reduction in preference is small 
(70 p.c. being unaffected, 5 p.c. only eliminated, 10 p.c. 
reduced by 35 p.c. or more and 15 p.c. reduced by less than 
-35 p.c.), the gains from the reduction of protective duties by 
other countries are considerable. “Thus from China alone, 
Britain has obtained concessions to the extent of trade valued 
in 1938 at {2 million. Concessions have been obtained in the 
case Of sheep’s wool, iron and steel plates, tyres, proprietary 
medicines, steam boilers. electric dynamos, embroidery, linen 
and textile machinery. Export trade, as is well-known, is the 
lifeline of Britush economy and no other country stands to 
gain as Britain from this ‘‘revival of multilateral trading 
conditions and the outlawing of protective restrictions.” 
India is a participant in this trade agreement. It is esti- 
mated that as a result of tariff negotiations, India will be able 
to reap advantages to the extent of Rs. 35 crores as against 
those worth Rs. 31 crores which she will have to give. 
Besides, she will reap an indirect advantage to the extent of 
Rs. 13 crores. The above negotiations have been conducted 
with 15 countries, from which South Africa, U. K., Ceylon and 
Burma are excluded. No negotiations were opened up with 
South Africa, because for the time being all commercial tran- 
sactions between the two countries have been suspended. ‘The 
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trade relations between India cn the one hand and the U. K. 
and Ceylon on the other are sufficiently covered by the Indo- 
British Trade Agreement of 1939. The reasons for not nego- 
tiating an agreement with Burma were also similar. Since the 
change in political status has given India the freedom of 
action in economic matters, in conducting these agreements, 
three principles were kept in view, viz., first, concessions. 
should be such as are demonstrably in the interests of national 
economy or not injurious to national economy; second, con- 
cessions should not relatc to products which are protected, or 
in respect of which a claim to protection is likely to be made 
during the next three vears; and third. concessions should not 
result in any excessive loss of revenuc. It should be remem- 
bered that, in earlier trade agreements. noted earlier, India 
has every time suffered injustice, there being no consideration 
of the backwardness of the Indian economy and of the needs 
of such an economy. Even now, as the matters stand at 
present, India will not be able to reap the full benefits of these 
agreements unless she develops her internal economy by 
progressive industrialisation and also her export trade. 

The Geneva Tariff Negotiations aimed at a substantial 
reduction of tariffs and other charges on exports and imports 
as also at the reduction or total elimination of preferences om 
reciprocal] basis. For the sake of convenience, in a large 
number of cases, negotiations have been conducted “on a 
bilateral and selective product-by-product basis, and the con- 
cessions took the form of (i) reductions in customs duties or 
other import charges; (11) reductions or elimination of prefer- 
ential margins; and (iii) binding of existing tariffs against 
increase. In view of the multilateral character of the  agree- 
ment, however, the benefits of these negotiations will even 
independently of the existence of any most-favoured-nation- 
treatment agreements be generalised in favour of all contract- 
ing parties.” This reduction of tariff and elimination — of 
bilateral trade are expected to pave the way for multilateral 
agreements. The only fear may come froin U. S. A. but even 
she has agreed to reduce her tariffs on a range of goods thereby 
enabling the nations to get dollars, the supply of which is 
much shorter in proportion to demand. These agreements at 
tariff reduction have however made one concession, viz., that 


ORGANISATION OF FOREIGN TRADE 279 


the devastated European economies will still be able to enforce 
quantitative restrictions on imports from the U.S. A. ull 
1952, thereby being able to protcct themselves from an inflow 
of non-essential imports. Similar exception should have been 
made even in case of backward economies. 

These agreements indicate a good start and if allowed to 
function satisfactorily they will prove to be ‘‘very substantial 
contribution towards cutting the shackles hampering _ inter- 
national trade.” If these work properly, 23 nations will reap 
benefit from them. But there are so many obstacles. First, 
these depend on how the European countries are settled on a 
peace basis and second, these depend on the successful deve- 
lopment of the internal economies of the backward countries 
and their increasing participation in foreign trade. Only 
these matters will decide whether the world is going to see a 
free flow of international trade or whether it is receding to. 
restrictionism and more restrictionism. 


PART III 
ASPECTS OF FINANCE. 


CHAPTER IX 


Need for Producers’ Finance and allied Problems, 


The discussion on aspects of Finance naturally falls into 
two parts, Producers’ Finance and Distributors’ Finance. As 
in the case of organisation, so in that of Finance, these two are 
quite distinct, but equaily important. It is the purpose of the 
present part to give attention to this aspect. First we shall 
consider the Producers’ Finance in its various aspects and then 
take up Distributors’ Finance. One question is often  mis- 
taken in the discussion of Finance. It is this that the require- 
ments of Finance are not the same in different stages of indus- 
trial development for different countries. Often a case is 
made for instituting some organisation for supplying the 
financial requirements of industries in this country on_ the 
ground that similar needs arose in Europe after the first great 
war and was adequately responded to, But in these matters, 
as in many others, to draw a parallel is to do a mistake. The 
need for industrial finance in this country is old, going back 
to the days of the great turmoil of the decline or fall of the 
Mughal Empire and the rise of foreign rule in this country. 
But the need was not met, nor even felt by the administration. 
The indigenous agencies had declined or had been crippled 
owing to the influx of the Western influence. Thus a gap was 
created in the field of finance, never to be fulfilled by any 
systematic body of organisation even to this day. 

The need for finance felt in India after the first great war 
was not the same in character as the need felt in Europe. 
Europe had passed through four years of war and destruction. 
During these years, there was scientific revolution in some 
countries but not in all. Therefore Europe’s problem was 
one of reorganisation, reconstruction and modernisation. Not 
so in India. We had first half a dose or even a_ spoonful of 
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industrial development, a drop in the ocean, when compared 
with the immense resources, both material and human, during 
the four years of war. But more important than that was that 
the war was a great instructor in so far as it brought home the 
need for industrial development. In matters of supply of the 
essential requirements, dependence on a_ foreign country, 
particularly when the trade is dislocated owing to the out 
break of hostilities, is a curse. The need was therefore felt. 
But this can only be fulfilled by a positive policy on the part 
of the administration. What that policy had been and how 
far it has benefited the industries is not a part of the present 
discussion; suffice it to say that ‘‘a quarter of a century divided 
the present war from the last, but India remained nearly as 
unprepared as before tc face the inevitable difhculues arising 
out of the war or to exploit fully the industrial opportunities 
it afforded.” But whatever that may be, the fact remains that 
the need for finance is one for construction in the main. 

The initial requirements of capital are of two types—short- 
term and long-term. ‘The supply of short-term capital has not 
met with much difficulty. But long-term finance is the 
problem of Indian industry. Much discussion has taken place 
on the problem and numerous suggestions have come forward. 
In the present work we are not concerned with these paper 
discussions but shall consider how Indian industries are 
actually financed, along with their capital structure. One 
thing must however be remembered. WPhe system of financing 
an industry is important from two points of view. vIn the first 
place, the system of finance should be such as not to impose 
any. unnecessary burden. In these days when competition, 
however imperfect, is not only intranational but international 
as well, economy in every possible aspect should be the goal. 
But if, owing to an unscientific system of finance, an unneces- 
sary burden is imposed on the industry, it stands in the way 
of its development. wAnd secondly, progress demands that 
there should not be any obstacle in the way of the industry.’ 
Nobody knows at what unforeseen and unforeseeable moment 
some chance may come; and unless the industry is strong 
financially it cannot avail of it and may therefore deteriorate 
in competitive position. In the same way in order to face 
depression also, the industry must be financially strong. In 
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fact, the need for strong financial position is even greater in the: 
years of depression than in those of prosperity. Our experi- _ 
ence in this country has been that as soon as depression has. 
overtaken an industry, the sources of finance, meagre in normal 
times, are altogether blocked, leaving the industry in a help- 
less state of affairs. Thus, for instance, many industrial con- 
cerns in this country would have collapsed during the last 
world depression owing to the silting up of the financial 
stream but were somehow maintained by the managing agents 
who are known for financial integrity. 

What is the sound method of financing industries? It is, 
of course, difficult to lay down hard and fast rules. But it ts 
well-known that there are threc possible sources—floatation of 
shares, borrowing money on short-term or long-term, and cor- 
porate saving, as distinguished from the former two, which 
‘mostly, excepting in case of subsidiary company, are the result 
of individual saving. When a new industry is to be floated, 
the last source is of no avail in view of the fact that accumula- 
tion of reserve takes tinte. In that case. a sound — financtai 
policy demands that the burden imposed thereby should be 
the least. Thus the concern should at first strive to raise as. 
much capital by the floatation of ordinary shares, with least 
possible or no obligation at all, as the circumstances permit 
and only_when this source is exhausted that resort should be 
had to borrowing. For, when the capital liabilities of a con- 
cern include a huge proportion of shares. bonds and deben- 
tures can be sold in the market at a higher price than when the 
capital structure of a concern is over-burdened with debts and 
financial obligations of other sort. For, ‘fa company without 
debt is a company that is solvent and solvency is the principal 
‘thing. Modern industry, no matter how well-protected bv 
supposed monopolistic advantages. is subject to such revolu- 
tionary changes in methods and markets that the introduction 
of fixed interest obligations, which carry sinking funds as well, 
—another form of fixed charge—should, if possible, and in the: 
absence of weighty advantages in the contrary policy, be 
avoided.” (Mead, Corporation Finance.) In India, however, 
the same argument does not apply in all cases. There are- 
certain instances in which not only adequate and certain: 
attraction have to be provided for, but also the repayment is. 
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to be assured. This is particularly a feature of the Railways 
in this country which we shall consider later. So far as sound 
financing goes, it must be admitied that the lesser the burden, 
the greater the progress. 

When the industry has developed to some extent, conser- 
vatism demands that the financial needs should be met from 
corporate saving, thereby reducing the dependence of the 
industry on outside sources. Corporate saving not only facili- 
tates industrial finance, but adds to the prosperity of the 
industry. It facilitates expansion in the saine or allied lines, 
stabilises the rate of dividend and adds to the prosperity of the 
shareholders. We shall consider this aspect of the problem 
later where it will be secn that it has not assumed much 
importance in many industries of this country, some of which, 
though declaring fat dividends, do not always realise the neces- 
sity of maintaining reserve. So far as the banking companies 
are concerned, there is the legal provision and in their case 
corporate saving is a matter of compulsion. ‘There are indus- 
trial concerns, like the Tata Iron and Steel Works, which 
maintain sufficient reserve and invest it in the industry itself, 
which has been questioned by some but justified by others: 
And there are still others. like the tea industry where the com- 
panies declare fat dividends but do not seem to be alive to the 
question of maintaining reserve... These will be considered i 
their proper place. But the principle may be laid down that 
each concern should, in its own interest, adopt a conservative 
dividend policy and transfer a portion of undistributed profits 
to the reserve. It is often found that concerns declare divi- 
dend, high or low, according to the profits of the year. But 
this tells unfavourably on the price of securities in the market. 
If the concern adopts a conservative policy, it can maintain not 
only the rate of dividend but also the price of securities, and 
add the surplus profits to the reserve fund.| 

To-day we have reached a stage in which the problem of 
finance has assumed greater importance. Everywhere we hear 
of planning and planning of some sort must come if we are to 
survive economically. But planning requires finance. What- 
ever the nature of the plan mav_ be, whether industrial or 
agricultural, whether capitalistic or communistic, capital is 
the essential factor, capital not inerelv in the sense of money 
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|.capital but also material capital, without which no plan can go 
on. Planning is needed not for its own sake, but for the 
greater interest of the community and must be comprehensive 
in character. The greatest defect of the paper plans formu- 
lated in this country is that they are partial, piecemeal and 
therefore bound to fail. But that is a _ different question; 
taking it for granted that a system of planning is introduced in 
this country which is beneficial to the greater interest of the 
country, the next problem is one of getting finance. 

Here arises the question of saving and investment. For 
any country, saving is the most important source of finance, 
though for most countries, it is not the only source. Taking 
‘the case of India, it can be seen that in investment, saving has 
played a comparatively smaller role, say, before the first great 
war, and the inflow of foreign capital had been the main 
source. India is not a solitary figure in the list of this type of 
countries; there are many who depend on foreign capital in 
investment matters. ‘Therefore the Kevnesian assumption that 
savings of necessity equal investment, though true for his own 
country, is absolutely falsified for others, where saving is a 
‘Microscopic proportion and the country is dependent on 
foreign sources. Even in case of England, saving cannot be 
equal to investment unless this investment includes investment 
in overseas colonies, dependencies, etc. Whatever that may be, 
jt may be said here that with the growth of national income of 
-a country, the savings increase, possibly more than _ propor- 
ionately, after a certain stage in the uplift of the standard of 
living, to the increase in national income. For, the greater 
the income, the less the consumption and _ therefore the gap 
between individual income and consumption, and so_ also 
‘between national income and consumption, increases, thereby 
‘ancreasing the savings of the nation. ‘This conclusion however 
is not always true and it will be seen in the following table that 
the percentage of national income saved, instead of increasing, 
thas decreased in case of some countries: 

(Source: Clark: Conditions of Economic Progress.) 


Upper Line—Income per head of working population on 
48-hour work basis, International Units. 


I.ower Line—Percentage saved. 


ASPECTS OF FINANCE 285- 


1900-10 1913 1919-24 1925-30 1934-37 


926 — 1117 1208 1323 
Great Britain 

12-2 — 8-l 7-6 7-0 

1325 — 1499 1672 9013 
U.S. A. 

14-5 eee 12-2 10-9 5-0 

630 6029 — 681 — 
France 

9.0 12-5 — 11-2 a 

670 — os 722 864 
Germany 

19-1 ee pias 11-8 

, 330 342 — $25 358 

Russia 

8-2 Y.-C ssl 7-8 14-2 

— —- 195 312 362 
Japan \— — 24.9 19-8 21.9 


This justified our use of the word ‘possibly’ above. For the 
assumption that savings increase, though not proportionately 
with increase in income is not true even in England, where 
with 926 I. U. of incomc per head, the percentage of income 
saved was 12.2, but with the increase in national income to 
1323, the savings per head declined to 7.0. Any hard and fast 
rule is therefore difficult to lay down where psychological con- 
siderations predominate over economic ones. So far as India is 
concerned, no such precise statistics have been compiled. But 
in the opinion of the Bombay Planners, who can legitimately 
claim a considerable touch with the economic development of 
the country, ‘‘we do not assume that more than 6 p.c. of the 
national income on an average would become available for 
investment during the period of the plan. On this basis the 
total amount which should be obtained over the whole period 
from the savings of the people would be in the neighbourhood 
of Rs. 4,000 crores,” or Rs. 266 2/3 crores per year. This 
estimate of the national saving of India is much higher than 
_those made previously which have often varied between Rs. 75 
to Rs. 100 crores per year, and may or may not materialise 
according as the plan is successfully introduced or not. 
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But saving is one thing and investinent another, and the 
latter may exceed or fall short of the former as the circum- 
tances demand. When national savings, both individual and 
corporate, arc not enough, resort must be had to other sources, 
within the country) or without. One — such — internal 
source is inflation, rather ieilation. If wartime requirements, 
with destruction as its objective, can lead to inflation without 
the confidence of the people in the currency being shaken, 
why should the peacetime constructive purposes be left 
ancared for for want of money? New money injected in the 
system will not only lead to expansion of the economy but 
maintain the atmosphere of prosperity created during the 
years Of war. ‘‘There is nothing unsound in creating this 
money because it is Meant tu increase the productive capacity 
of the nation and in the long run is of a_ self-liquidating 
character.” The Bombay Planners are not blind to the pos- 
sible troubles of created moncy from which the economy may 
have to suffer and to the gap that may arise between the volume 
of purchasing power in the hands of the masses and the 
volume of goods made available. But then ‘‘in order to pre- 
vent the inequitable distribution of the burden between 
different classes which this method of financing will involve, 
practically every aspect of economic life will have to be so 
vigorously. controlled by Government that individual liberty 
and freedom of enterprise will suffer a temporary eclipse.” 

So far as external source of finance is concerned, we 
have at present three avenues, sterling securities, balance ol 
trade and payment and foreign loans. “The nature and 
amount of the first source are well-known; the main problem 
is one of utilisation of these balances. We have already seen 
how India’s hands are bound as_ regards their liquidation 
and possibly also as regards the nature of purchases 
when India is free to do so. As regards the second source, 
we have already cxpressed pessimism, in view of the fact that 
the excess of exports from India over imports will be absorbed 
in meeting some of the obligations which though not neces. 
sary are yet permanent in character. If however the Govern- 
ment pursues an enlightened policy, makes provision so as to: 
provide for India’s own bankings, shipping and_ insurance 
services, and determines the ratio at rates already suggested, 
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some help may be obtained from a favourable balance of trade 
and the export surplus may be converted into imports of 
necessary capital goods. But the change in policy suggested 
seems to be too revolutionary to obtain the approval of the 
Government in its present form. Whatever that may be, the 
Bombay Planners have pinned their faith on these sources, 
Thus the amount of capital which thcy expect to get from 
these various sources are as follows: 


External Finance— (Rs. in Crores) 
Hoarded Wealth .. 300 
Sterling Securities ... 1,000 
Balance of ‘Trade ... 600 
Foreign Borrowings ... 700 
8,600 


Internal Finance— 


Savings ... 4,000 
Created Money ... 3,400 


7400 | 
‘Total 10,000 


The need for finance is indicated in the above table. 
For the post-war cconomic planning which, in the Bombay 
Plan, is predominantly industrial, a sum of Rs. 10,000 crores 
will be needed over a period of 15 years. But this does not 
exhaust the need for producer's finance in this country. What 
we want in future is not an agricultural economy alone or an 
industrial economy alone, but a balanced economy in’ which 
both agriculture and industry will be developed equally. For. 
by this time we have become familiar with the evils of a non- 
balanced economy in war and peace, and if stable economic 
progress is to be maintained, agriculture must be no less de- 
veloped than industry. This also will present the need for 
producer's finance. 


In this chapter we have indicated the need for producer's 
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finance in different aspects. It is now for the planners to 
investigate the different sources from which it may be availed. 
‘In the following chapters we shall devote ourselves, as students. 
of business organisation, to the existing system of corporation 
finance in this country. 


CHAPTER ‘TEN 


CORPORATION FINANCE IN INDIA. 


Existing Financing Agencies. 


In the Corporation Finance in India, there are five prin- 
cipal sources. They are: managing agents, banks, _ public 


eemen ers 


deposits, share capital and debentures issued. We do not have 


any comprehensive statistics regarding the comparative 
importance of these different sources for the whole country. 
The following table, however, gives some idea regarding the 
situation in Bombay and Ahmedabad: 


(Source: Indian Centrai Banking Enquiry Committee, 
Minority Report.) 


Rombay Ahmedabad 
(Figures for (Figures for 
64 mills) 56 mills.) 


Lakhs Percentage Lakhs Percentage 
of Rs. _ of total of Rs. — of total 


finance. finance. 

Amount loaned by 

the Managing Agents 532 21 264 24 
Amount loaned by 

banks ... 226 9g 42 4 
Amount of public 

deposits au. “cade 11 462 . 39 -~ 
Amount of share 

capital ve L214 49 \ 340 32 
Amount of deben- 

tures issued .. 238 10 8 l 


It will be seen from the above table that about 50 p.c. of 
the total finance in Bombay is raised by the floatation of shares, 
while public deposits are more important in Ahmedabad. In 
both the cases, managing agents account for about one-fourth 
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of the total capital, while the place occupied by banks 1s 
negligible. We shall consider in brief the services rendered by 
these different agencies with regard to corporation finance. 


Managing Agency System. 


‘(he managing agency system was the result of gradual 
evolution and originated out of the lack of any suitable agency 
for providing industrial finance. “he joint stock type of busi- 
ness organisation being new to this country and owing to the 
Jack of organised financial institutions, the managing agency 
system came to play the role of industrial promoters and 
financiers. It is interesting that it was introduced first m 
Bengal by British merchants and was adopted later in the west 
coast of India by Indian merchants, particularly Bhatias and 
Parsis. But the functions of company promoters of the western 
countries are not of the same type as those of the managing 
agents. For, the function of the promoters ceases as soon as 
the promotion business proper is over; but the function of the 
managing agents is more or less of a permanent nature and 
their interests become identified with those of the company. 

The legal provision also encouraged the formation cf 
Managing agency concerns. Upto 1913 no elected Board — of 
Directors "was required for a joint stock company comput. 
sorily; and even after that, upto 1936, the directors were the 
creation of the managing agents, and hence regarded as 
anomaly in some quarters. But the requirement of law was 
there and had to be fulfilled and therefore the directors were 
taken from among those who were most often friends or busi- 
ness associates of the managing agents. 

The managing agency concerns were started either as family 
concerns which later on were converted into partnership or 
were partnerships from the verv beginning. In Ahmedabad, and 
in some instances, in Bombay, the Managing agency is a 
family concern, being hereditary in character and permanent 
in tenure. The managing agency system in Calcutta originated 
mainly as partnership, the number of partners sometimes 
exceeding a dozen in number. It is natural that when the 
partnership firm, consisting of a large number of partners, 
manages a concern, only a limited proportion of the shares is 
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available to the public for subscription. Where the system has 
remained hereditary in character, there is no scope for the 
infusion of new blood; but wherc it originated as partner- 
ship or was later converted into it, it has imaintained original 
efficiency. For new partners arc not always taken from the 
relatives of the retiring partners, but from, say, the senior 
assistants, who have acquired a lot of experience by constant 
association. Even when some relative of the retiring partner is 
taken, he is not made immediately a partner, but is given a 
lower rank and if he proves {it in time, he is made partner as 
soon as a vacancy arises. Obviously this system cannot suffer 
in efficiency. 

When a managing agency concern starts business as 
partnership, the partners agree to take a certain proportion of 
the shares, and usually the minimum number of shares taken 
by the agency firm is 25 p.c. of the shares of the mill company. 
In Ahmedabad, however, where family business predominates, 
the organisation of the managing agency concern is different. 
The Indian Central Banking Enquiry Committee gave the 
following description of its organisation and functioning: 
‘Generally speaking, the total block capital required for start- 
ing a cotton mill in Ahmedabad is about Rs. 20 lakhs and of 
this Rs. 5 lakhs is initially found by share capital. As regards 
the balance in case of old mills, 65 to 75 p.c. of the capital out- 
lay has been financed by deposits and by funds supplied by 
managing agents. In case of new mills, deposits are no doubt 
encouraged, if necessary, by the grant of a share in the com- 
mission of the managing agent; but the managing agency 1s 
made into a limited concern with a nominal capital of 
Rs. 1,000, there being 1000 shares of Re. 1/- each and any one 
who comes forward with Ry». 5,000/- ie., Rs. 3,000 in the shape 
of ordinary share capital and Rs. 2,000/- in the shape of 
deposits for a fixed period of seven years is given one share of 
the managing agency or one-thousandth share of the agency 
commission. This one-rupee share has _ considerably more 
value than its nominal value and in some cases it is worth 
Rs. 700 to Rs. 800. Formerly the managing agents used to 
take in persons who would bring in a certain amount of capi- 
tal, thereby earning a certain portion of the commission agent’s 
share, but now the agencies have been made into limited con- 
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cerns and shares issued, a proportion of which the holders may 
sell off at their discretion. “hus the members of the public do. 
not come in as direct holders of shares, but get them through 
the managing agents, the result being that while the managing 
agents get their commission on the total holdings in their names, 
the real owners of share are only entitled to dividend, if, and 
when, declared. The partnership agreement is virtually non- 
terminable; but if a partner wants to transfer his rights, the 
other partners are given the first chance to purchase his por- 
tion. Even where agreements are terminable, adequate care 
is taken to see that the managing agents are not easily turned 
out. 

Some of the above defects have been sought to be removed 
by the Indian Companies Amendment Act, 1936. Under this. 
Act, appointment of managing agent is not valid unless 
approved by the company in general meeting. The managing 
agent is appointed under an agreement with the company and 
his powers are defined by such agreement. At first sight, it 
seems that the provision is quite far-reaching; but actually it 
is not. For, the managing agent is not merely the financier 
after a company is promoted, but is also the promoter. This. 
being so, it is unlikely that the shareholders can throw out 
the managing agents after the concern is promoted. The 
importance of the managing agent is felt at every stage. 
Another provision of the Act is that the managing agent can- 
not hold office for more than 20 years at a time, Even manag- 
ing agents appointed before the commencement of the Act of 
1936 shall have to vacate office after the lapse of 20 years from 
the date of commencement of the Act, 7.e., on 15th January, 
1937, unless then reappointed. The provision for re-appoint- 
ment is quite sound in view of the fact that continuity in 
administration is beneficial to the concern itself, unless, of 
course, there is any serious reason for their removal. 

Whatever the defects of the managing agency system, its 
importance is felt at every stage. In a country where industrial 
promoters are conspicuous by their absence, the managing 
agents have played the role of company promoters. The func- 
tion of promoting a concern begins with the conception of an 

{ea which serves as ‘the foundation of business. From the 
time The idea takes its origin to » that when it is translated into 
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reality and the corporation starts functioning and exploiting 
the idea, the whole process is collectively known _as promotion. 
In this country to whatever important industry we turn, jute, 
cotton, tea, sugar, electric supply and light railways, the 
achievement of the managing agents is quite apparent. Even 
the idea regarding the present Tata lron and Steel industry 
and hydro-electric industry originated in the brain of the late 
Sir Jamshedji and was brought into practice through the 
managing agency of Tata Sons, Ltd. But unlike that of the 
company promoters of the West, the function of the managing 
agents is not restricted to promotion only, but includes in its 
scope the provision of finance, not only for initial fixed capital 
expenditure and tor working capital, but also for subsequent 
re-organisation, extension and modernisation. ‘They provide 
this finance in various forms—by subscribing shares and 
debentures themselves and arranging tor their subscription by 
their friends, relatives, and even the public, in view of the 
attraction of the great name of a managing agent being asso- 
ciated with a concern, bv arranging loans from banks on their 
own security, by attracting deposits from the public, and even 
making advances trom their own pocket., In a country where 
under capitalisation is almost universal. its evil effects have 
‘been obviated by the existence ‘of the managing agency system. 
In Ahmedabad, it was pointed out by the Mill-owners’ Asso- 
ciation before the Variff Board of 1932, that in individual 
cases about 85 to 95 p.c. of the shares were held by the 
managing agency. Although in Bombay, the managing 
agency did not hold so large a proportion of shares, yet their 
holding was by no means negligible, unlike in Bengal, where 
with a few minor exceptions, the share holdings of a company 
by the managing agency scarcely exceed 25 p.c. and have at 
times gone so low as 5 p.c. This difference in the holdings in 
Bombay and Ahmedabad on the one hand and Bengal on the 
other is due to difference in business practice. For the 
managing agency firms, particularly the European ones, work 
more as underwriters than as financiers, their object always 
‘being to pass over as many shares as possible to the members 
“of the public. Even when they are not so passed over, it is 
found that the shares are not held in the name of the com- 
pany. but in that of different partners or their relatives and 
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associates. The tradition in this part of the country is not to 
hold the maximum number of shares but distribute them 
among the public and the less the holding of shares by manag- 
ing agents, the greater is their success, for they deem it a 
matter of pride that the public have confidence in them and 
have taken over the shares of concerns under their managing 
agency. This too much holding of shares by managing agents. 
in Bombay had its evil consequences in the years of depression 
following the first great war when most of these shares were 
disgorged on the stock exchange leading to too much specula- 
tion and ruin of many innocent investors. 

Besides being the most important single shareholder or 
underwriter, the managing agents work also as creditor of a 
concern by taking up debentures. It is well-known — that 
debentures as a form of investment is not very popular in this 
country, nor are they popular with banks and insurance com- 
panies. The managing agents have filled up an important gap 
in this respect as well. But apart from this direct financial 
assistance, both as proprietors and creditors, they have 
another, an indirect role to play: for public deposits and bank 
credit depend not so much on the credit of the concern but or 
that of the managing agency firm under whose agency the 
concern works. Bank credit however plays a minor role ir 
Bombay and still less in Ahmedabad: but the fact remains 
that whatever financial assistance has been secured is due to 
the managing agents. In Calcutta, public deposits are not a 
source of finance and therefore the dependence on bank credit 
is considerable when compared with Bombay and Ahmeda- 
bad; but this requires the personal guarantee by the managing 
agents that the bank credit granted and availed of is always 
covered by stocks. This is not all. In some industries, as in 
tea and electricity supply, which take time to stand on their: 
own legs and show profits, the financial backing of the 
managing agents is often required in the years following the 
establishment of the company. ‘In the years of depression 
also, managing agents stand by the concerns, under them, 
For, they have a high sense of self-respect, to preserve which 
they are ready to stake their all, a feature which possibly is 
peculiar to Indian business only. ‘‘Had not the managing 
agents retrieved the companies by their steady and persistent 
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nursing at considerable sacrifice through all the barren years 
of their existence, they would have been forced into liquida- 
tion, many a valuable industry would have been lost to the 
country and the shareholders would have lost their all.” 

In return for the services rendered, the managing agents 
receive some remuneration. The three forms of remunera- 
tion as described by the Tariff Board on Cotton Textile (1927) 
are as follows: — 

‘1. The system of remuneration by commission on 
profits which, since profits increased so largely during the 
war period, has been the most common system in Bombay and 
in most upcountry centres where it was, we believe, first 
adopted in 1888. The commission in Bombay ranges from 
74 p.c. to 12) p.c., but in the majority of cases, it is 10 p.c. 
and the managing agency agreement usually provides for a 
minimum commission. 

“2. The system of commission on production which is 
still in force in a few mills in Bombay and Ahmedabad but ts 
more common in upcountry centres. The usual rate of com- 
mission is 3 pies per pound. In most cases provision is made 
in managing agents’ agreements for the relinquishment of a 
portion of the commission according to the percentage of the 
dividend distributed. 

‘3, The system of commission on sales which is_ the 
most common system in Ahmedabad where it was introduced 
in 1895. It practically completely replaced the system of com- 
mission on production in 1917 when the era of high prices set 
in. It is also in force in three mills in Bombay and in several 
mills in upcountry centres. The rate of commission is usually 
34 p.c. In this case also, provision is made in the managing 
agents’ agreement for a relinquishment of a portion of the 
commission.” 

Since the passing of the Indian Companies Amendment 
Act of 1936, the basis to be adopted for the determination of 
the managing agents’ remuneration has been specifically men- 
tioned. ‘Thus after the commencement of the Act, ‘‘the remu- 
neration of the managing agent shall be a sum based on a 
fixed percentage of the net annual profits,” the net annual 
profits of the company being ‘‘the profit of the company after 
allowing for all the usual working charges. interest on loans 
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and advances, repairs and outgoings, depreciation, bounties or 
subsidies received from any government or any public body, 
profits by way of premium on shares sold, profits on sale pro- 
ceeds of forfeited shares or profits from the sale of the whole 
or part of the undertaking of the company but without any 
deduction in respect of income-tax or super tax or any other 
tax or duty on income or revenue or for expenditure by way 
of interest on debentures or otherwise on capital account or 
an account of any sum which may be set aside in cach year 
out of the profits for reserve or any other special fund,” and 
also an office allowance as fixed by the contract of manage- 
ment. Any remuneration over and above this should be 
sanctioned by special resolution of the company. But it must 
be remembered that these provisions apply only to fresh agree- 
ments; therefore, all the above methods of determining 
remuneration are in use. We have already secn that the 
system of paying commission on profits is poputar in Bombay, 
it being limited mostly to 10 p.c. of the profits with a minimam 
allowance payable every year, and on production or sale in 
Ahmedabad and cotton industrv in upcountry centres and to 
some extent in Bombay also. The majority of the tute mills 
charge commission on sale proceeds. The system in tea 
industry is also the same. In the coal industry, the managing 
agents are usually remunerated either by a fixed percentage cn 
the gross proceeds on all coal sold plus a percentage cn other 
transactions, or by a commission on raisings plus a fixed monthly 
sum for office expenses or by a fixed percentage on dividends 
and bonuses paid to shareholders plus a fixed monthly sum 
for office expenses. In the cotton industry of Sholapur, the 
remuneration is paid on deliveries. Office allowance is not 
paid everywhere in the same industry even, Thus in_ the 
cotton industry, an office allowance is payable in Bombay but 
not in Ahmedabad or Sholapur with the exception of one 
concern in the latter centre. The amount thus paid is not 
negligible. Thus the maximum amount of commission paid 
in any year during 1927-37 was in Bombay in 1927 Rs. 25.40 
lakhs, in Ahmedabad in 1932 Rs. 39.62 lakhs and in Sholapur 
in 1927 Rs. 5.65 lakhs, whereas the amount of office allowances 
has moved between Rs. 4 and Rs. 44 lakhs duririg 1933-36, 
almost equal to the maximum commission paid in Sholapur 
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during 1927-37. In the sugar industry, in addition to the 
fixed allowances for office expenses in some cases the manag- 
ing agents are paid a percentage on the profits and in a few 
cases a percentage on sales. 

We have given so much consideration to this aspect of 
the question because the commission and _ office allowances 
paid to the managing agents constitute an item of cost and 
therefore exert influence on the determination of competitive 
position of diiterent firms. It is clear from the above discus- 
sion that the mills in Bombay are handicapped because of an 
office allowance which is not to be found in other centres like 
Ahmedabad or Sholapur but this disadvantage is more than 
-counterbalanced in view of the fact thal commission in 
Bombay is paid not on the basis of sale or production but on 
that of profits, a method which has received the approval of 
many. From the standpoint of business, the latter basis of 
paying commission is the only one which is fair; for it must on 
the one hand be in proportion to the services received and on 
the other it must not impose any unnecessarily heavy burden 
-on the industry. From both these standpoints, the paymeni 
‘of commission on profit basis is justified, for, profit, and not 
production or sale is the criterion for the judgment of the 
services received and ability of the industry to pay. A pay- 
ment on the basis of production gives too much premium on 
production and is sure ultimately to lead to overproduction; 
similarly mere sale without profits does not indicate the ability 
of the industry to pay. In this respect the provision of the 
1936-amendment is quite sound; but in so far as it is not 
applicable to agreements entered into prior to the enforcement 
Of the Act, it remains a deadletter, As regards the _ office 
allowance, we have seen that it is not paid everywhere: but 
in those cases where it is paid it is found unjustifiable in view 
-of the fact that it is paid over and above salaries and other 
expenses at the offices in the mill premises. The Bombay 
Textile Labour Enqutry Committee rejected it in strong 
terms. In their words: “If all the actual expenses on salaries, 
‘rents and contingencies are met by a company and a reason- 
‘able minimum remuneration is paid as commission even 
when there are no profits or the profits are inadequate, we see 
no justification for the continuation of the system of office 
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allowances.” When commission is paid on the basis of profits,. 
it so happens that there may be no profits and therefore no 
commission to the managing agent. [Therefore the agreement 
provides for a minimum sum by way of commission when 
there are no profits or when profits are inadequate. But it 
this minimum is high disproportionately to the size and pay- 
ing capacity of the industrial unit, it becomes a sort of burden 
and stands in the way of ils progress even in good times. So- 
the fixation of the minimum commission should be carefully 
made. 

One thing that has been looked unfavourably by _ the- 
Indian opinion is that most industrics in India, with the 
exception of those in Bombay and Ahmedabad, are under the- 
managing agency of non-Indians. ‘his not only means the 
control and management of the industry by non-Indians, but 
also their exploitation in non-Indian interest and the perma- 
nent exclusion of the Indians from them. The matter was 
brought to the notice of the Indian Central Banking Enquiry 
Committee which pointed out that ‘‘since the outbreak of the 
Great War, there has bcen a marked increase in the amount 
of Indian capital invested in [ndian_ industries. ... . 
Nevertheless, not inconsiderable amount of capital invested 
in Indian industries is still non-Indian. The result is that the 
control and management in the case of some of the important 
industries are even now in the hands of non-Indian firms. 
The predominance of non-Indian management in some of the 
important industries has detracted from the value of Indian 
participation in industrial enterprise. Generally speaking, 
the managing agents have not given any scope to Indians to 
hold such positions in the companies they manage as might 
have a comprehensive idea both in regard to the technique of 
production and management of the business.” 

In the old industries, the managing agency system conti- 
nues. The newly started sugar industry also owes its origin 
and development to the managing agency system. But condi- 
tions are gradually changing and there is already a tendency 
to start new concerns under the control of a Board of Directors 
with a wholetime managing director. At this stage it is diffi- 
cult to appraise the merits or otherwise of the new tendency: 
but it is sure that unless adequate agencies are developed for 


CORPORATION FINANCE IN INDIA 29 


promoting, underwriting and financing, the step cannot be 
regarded as a wise one. It is true that in Western countries, 
industries are organised with a Board of Directors at the 
head; but there they have a class of promoters and under- 
writers to perform those functions. Until these are developed 
in this country, the formation of the Board of Directors to the 
total elimination of the managing agents is neither possible 
nor desirable. The existing system with disabilities imposed. 
on managing agents, with restriction on their choice of 
directors, is a better one. But then no hard and fast rule cam 
be laid down; if the new tendency stands the test of time, 
particularly of the years of depressions, there is nothing to say 
igainst it. 


Banks as Financiers. 


The assistance rendered by banks in matters of the supply 
of long-term finance to industries is extremely inadequate and 
it was brought to the notice of the Indian Central Banking 
Finquiry Committee during its investigation. This must how- 
‘ever not be taken to mean that no efforts were made in this 
country to supply long-term finance: but these attempts were 
either localised or inadequate and based on unsound founda- 
tion, pursuing wrong financial policy. During the early days 
of the swadeshi movement, a number of banks supp!ving long- 
term finance cropped up, mostly in the Punjab, but most of 
them could not survive the bank failure in’ 1913-15. Once 
more during the post-war boom, a number of industrial banks 
were registered a list of which is given below, with their paid- 
up capital and year of registration. 


(Source: Basu—Industrial Finance in Indta). 
Paid-up Capital Year of 
Industrial Bank Rs. As. P. Regis- 
tration. 
l. The Tata Industrial Bank 2,25.19,957 8 1917 
2, The Calcutta Industrial 
Bank ‘as .. 19,53,570 0 0 1919 
3. The Indian Industrial 
Bank as 5 3,43,367 5 9 191G 
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Paid-up Capital Year of 


Industrial Bank Rs. As. P. Regis- 
tration. 


4. ‘The Karnani Industrial 


Bank sae 38 60,00,000 O 0O 1921 
5. The Raikat Industrial 

Bank a ae 2,47,000 0 0 1922 
6. The Luxmi Industrial 

Bank bas sot 101,00 0 90 1923 
7. The Mysore Industrial 

Bank aoe ae 6,07,000 0 0O 1920 
8. The Industrial Bank 

of Western India Se 39,97,000 0 O 1919 


Whatever might have been the original objective with which 
these banks were started, the fact remains that within a few 
years of their inception they were found to be carrying on 
commercial banking business, while the Tata Industrial Bank 
went into voluntary liquidation in 1923 and was amal 
gamated with the Central Bank of India. As a result of the 
wartime prosperity a number of giant commercial banks 
backed by big business houses have come into existence and 
will prove a new source of competition to the already existing 
smaller institutions. Whatever that may be, as yet there is no 
organised institution on scientific lines to cater for the needs 
of big industries for long-term finance. 

This deficiency in our industrial system is not so much due 
to the lack of funds in the hands of our banking system as it 
is due to their conservative outlook and the overcautious 
policy pursued by the Reserve Bank of India. It may be 
argued that our banking system has developed on similar lines 
as that in England; and since the banks carry on business with 
depositors’ money which is deposited for short period, it is 
financially unsound to lock up these funds in _ long-period 
investment. There is much theoretical support behind _ this 
argument; but even in England there have been lapses from 
traditional method under pressure of circumstances after the 
first great war. In India, however, the banks, including Reserve 
Bank, have kept strictly aloof from this line of business. 
Even the recommendations of the Indian Central Banking 
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Enquiry Committee as regards the institution of an all-India 
Industrial Corporation, when the Central Government and 
the Legislature are convinced of its need, and the establish- 
ment of the Provincial Corporations in the meanwhile have 
not yet materialised. 

‘In the matter of the supply of current finance, the joint 
stock banks including the Imperial Bank of India, have 
played some part, though not a major one. The assistance: 
rendered by banks has taken the torm of discounting bills, 
advancing loans and granting cash credits, overdraft facilities 
and advances against Government securities and also pledge 
of stocks. f But the method adopted is invariably resented by 
the Indian industrialists. Even when advances are made 
against stock, an additional guarantee is demanded by the 
Imperial Bank and following that, by the joint stock banks. 
The advances are not made upto the full value of the stocks 
so pledged, but vary between 60 to 75 pc. in different parts of 
the country. The result is that the industries have to meet 
their long-term financial needs and a considerable part of their 
short-term needs from other sources. Besides, they do not get 
‘the advances against personal credit, but against marketable 
securities, or stocks, along with the signature of the guarantor; 
even when advances are made against personal credit, the 
signature of the guarantor must be there. Cash credit method 
is however the most popular in this country. Under this 
system, the advance is made against a promissory note from 
the borrower, secured by the hypothecation of the stock. 

As already hinted, the conservative outlook of the banks 
causes much hardship and the banking practices are much 
resented to in this country. While granting credit, the banks 
do not consider the value of the fixed assets in the hands of 
the borrowing concern but simply take note of the pledge, 
which causes an unnecessary hardship to better equipped con- 
cerns who under stress of circumstances may have been com- 
pelled to come to the banks for assistance. Then, again, they 
make a discrimination between different classes of goods as 
regards the value to which advances are made. If the goods 
happ7n to be raw materials and semi-manufactured ones, a 
margin of 25 to 30 p.c. is kept; but in case of manufactured 
goods it goes as high as 50 p.c. which is too high a figure. 
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When a concern pledges its manutactured goods and when it 
happens to be one with reputation, it is sure that it is doing 
so under stress of circumstances; in that case to advance only 
upto 50 p.c. is not to solve its difficulty but to put it in an 
additional one of securing some other source. ‘This however 
should not be taken as justifying reckless investment; what is 
being emphasized upon is that when the concern is a reputed 
one and when it has fallen in temporary difficulty, the banks 
should not assume a rigid attitude towards it. The method 
of storing goods also causes much irritation owing to the lack 
-of licensed warehouses. The procedure is as follows. The 
goods are stored in the godowns of the lending bank, and, 
when the bank has no godown of its own, in that of the 
borrower, under letter ot hypothecation to the bank. When 
the goods are stored in the borrower's godown, under L/H, 
weekly statements have to be submitted to the bank. When 
the goods are kept in the bank’s godown, the borrower, when- 
«ver he needs accommodation, must remove goods from his 
own godown to that of the bank at his own cost; when he 
needs them back, he must have them removed from the bank's 
godown to his own, and that too at his cost. This incurring 
-of double expenditure on account of carriage and loading and 
unloading tells on the efficiency and competitive position of 
the businessman. When goods are stored in the borrower's 
godown under L/H, the borrower has to apply every time he 
needs them back, a pyrocess which may have to be repeated 
several times in a single day if the borrower happens to be a 
manufacturer and the goods piedged, raw materials. , The 
system gf cash credit, though comparatively popular, has its 
-own drawbacks, particularly in times of depression, when 
‘elasticity is specially required. In the words of the Tariff 
Board Report on the Cotton Textile Industry (1927), ‘‘The 
evidence before us tended to show the system of cash credit 
‘has drawbacks in times of depression when elasticity is spe- 
cially required, not only because the amount is repayable at 
short notice, but also because, when prices are falling, the 
banks have to call on the mills to reduce their cash credits or 
to increase their securities, as the securities, on which they 
have advanced, have deteriorated in value, and this happens 
-at a time when it is obviously specially difficult for the mills; 
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to adopt either of these courses.” Finaily the attitude of the 
-banks as regards repayment is also extremely rigid. In _ busi- 
ness matters too much emphasis on ‘‘due date” of repayment 
causes unnecessary hardship; nor is there any reason for put- 
ting too much emphasis on it when advances are secured by 
goods and guarantce. If repayment is not made on due date; 
the borrower will be paying interest on it; notwithstanding 
all these considerations, the Indian banks are too strict. 
Possibly they smell danger in everything; but danger cannot 
be averted by this type of over-cautiousness which, on the con- 
trary, hampers business. ‘The banker must consider _ before- 
hand to what extent he is ready to go and in what lines; but 
once the decision is taken, the assistance rendered must not 
be half-hearted, but full. In the words of Manu Subedar, ‘‘A 
closer examination of values and margins, no bank can afford 
to neglect at any time, whether it is boom or depression, but 
an undue emphasis on due dates and repayments with regard 
to loans to industrial concerns can intensify a downward 
situation, against which industry may be fighting.” 


Public Deposits as a Source of Finance. 


Bank credit is not’ popular in certain quarters, as in 
‘Ahmedabad, for two reasons—-first, the hypothecation ot 
goods with the bank is considered as a sign of weakness and 
therefore the credit of the concern deteriorates in public 
‘estimation, and second, the hypothecation of goods involves 
some visible control of the industry by the bank, which is 
resented to. <As a result of this, a system of public deppsit hay 
‘been developed to a very great extent in Ahmedabad and _ to 
some extent in Bombay. In its origin, the system of keeping 
‘deposits with industrial concerns was ‘‘undoubtedly a_ reflex 
and a transformation of the old system of money kept for safe 
<ustody with the mahajan. Its survival even in these days 
‘would lead one to believe ihat the system must have worked 
fairly satisfactorily for both sides for long past.” It was found 
at the time of the investigation of the Central Banking 
Enquiry Committee that the Ahmedabad public considered it 
safer to deposit with a mill than with a bank and this state of 
affairs was attributed to the business integrity of the people in 
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charge of the management of the mills who looked to the 
interests of the depositors, Since the first great war, the 
deposits in Ahmedabad trom rural areas had declined, ‘‘due 
partly to decline in the prosperity and partly to the competi- 
tion of the Government,” and the gap was filled up by the 
accumulated reserves of some of the industrial concerns which 
had flourished and which were inter-deposited. ‘‘On the 
whole there has been ne reduction or falling in the total of 
the deposits received by mills which have continued steadily 
during a long period of twenty-five years.” In Bombay, how- 
ever, the system of deposits has declined ‘‘owing to the 
counter-attraction of the interest obtainable from postal cash 
certificates and government loans, the banks’ policy of obtain- 
ing a charge on the stocks of the borrowing concerns and 
thereby reducing the security available to the depositors and 
the inconvenience and loss sustained by a proportion of the 
depositors owing to the inability of a small number of mills 
to repay the deposits on the due dates or at all.” In other 
parts of India the system of deposits is unknown’ except in 
Bengal where in one or two cases deposits have been obtained 
‘‘from the officers of the company as well as from the public,” 
though in the latter place the system is not widely known nor 
firmly established. 

It is the characteristic feature of these deposits that they 
are not secured by anything. The members of the public who 
offer them rely only on the reputation and_ financial condi- 
tion of the concern and also on the standing of the managing 
agent under whom it is working. The deposits are generally 
for a short period of six months to one year and are usually 
renewed thereafter. [n Ahmedabad, deposits for a longer 
period of even seven years are to be found. There is no fixity 
as regards the rate of interest but it varies according 
to the standing of the concern, and that of the managing 
agents. Some industries used to obtain deposits at a lower 
rate than the banks. 

From theoretical standpoint, the system ‘‘presents great 
dangers, since it is contrary to the princip!e of sound finance 
to use loans repayable at short notice for the purpose of fixed 
capital.” When the industry faces bad days, the deposits, 
which are so essential at that time, are likely to be withdrawn, 
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even though the bad days may be short-lived, thereby prolony- 
ing the difficulties of the industry.’ Side by side with the 
factor comes another factor, inelasticity.; The proverbial 
carrying of coal to New Castle may be the case with 
certain concerns and while others may _ be © suffering 
from a dearth of it. Thus while excess of deposits 
will be a financial burden on the former, a lack of it 
would be the cause of inefficiency for the latter. i Even when 
the less reputed concerns attract deposits, they have to pay a 
higher rate of interest in competition, and thus while the 
problem of financial inadequacy is solved, another problem 
crops up in the shape of higher cost. { It is peculiar that even 
with the same concern, the rate of interest varies according as 
its standing in public estimation goes up or down. !No more 
secure is the position of the depositors. In the first place, the 
deposits are insecured loans, without any condition being 
imposed as regards the precise nature of their use. This 
being so, the funds thus obtained have at times been used for 
speculative purposes with consequent loss. This is one of the 
reasons why the popularity of the system Weclined in Bombay, 
‘though the same cannot be said of Ahmedabad. The loans 
being unsecured, the depositors cannot have a say in_ the 
matter of industrial management and the directors have their 
fullest discretion. And secondly, the selection of the avenues 
of investments is a difficult task for the majority of the 
depositors. It is very difficult even for organised expert instt- 
tutions, not to speak of lay depositors, to judge from outside 
the financial standing of a concern, so much window-dressinz 
covers the actual position. 

But whatever may be said from theoretical stand-point 
the merits or otherwise of the system are to be judged from the 
results achieved, and from this stand-point the system has so 
far justifed itself in Ahmedabad. The _ position of the 
depositors, no doubt, appears insecure at first sight; but in 
India where, at least in business, words once uttered are more 
important than the letters of law, the position of the deposi- 
tors is not so insecure as is often made. For the managing 
agency firms are so much anxious to maintain their credit 
that they would prefer financial loss to loss of credit. Yet in 
these days it is desirable that wherever complexity is expected. 
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things should proceed through scientific channel. But there | 
cannot see eye to eye with the suggestion of Panandikar that 
‘‘the intervention of a bank between him (the depositor) and 
the concern would make his deposit much safer, because the 
bank with its organisation would know the concerns to whom 
to lend money and the time and period of lending it and 
would be able to exercise some control over their assets.” 
For, anyone who is familiar with the banking policy and 
practice, of which something has already been said, would not 
suggest this course, which would mean an_ evaporation of 
even this source wherever available. A more scientific course 
would be the organisation of investment trust, through which 
all investments, both short and long period, would be made. 
This would organise the depositors on the one hand and orga- 
nise the investment on the other. In another chapter we 
shall give some consideration to the problem of organising 
investment trusts in this country. 


Share Capital 


The financial basis of the structure of the mill industry is 
share capital, the only exception being Ahmedabad where 
share capital occupies the second position yielding the first 
ene to public deposits. The proportion of share capital to 
the total working capital plus fixed assets is not of course 
the same but varies from one centre to another and from one 
unit to another. According to the Special Tariff Board on 
Cotton Textiles, the ordinary and preference paid up capital 
of the Bombay mills represent little more than one third of 
their original fixed capital expenditure on block, and _ the 
paid-up capital of the Ahmedabad mills represents barely 
one-fourth of their original block value. According to 
the Bombay Textile Labour Enquiry Committee, ‘‘these 
proportions to the gross block account for Bombay, Ahmeda. 
bad and Sholapur are 38, 25 and 13 per cent. respectively.” 
In the jute industry we have already seen that the practice 
is for the managing agent to pass over the shares to the 
members of the public, keeping only a negligible proportion 
in their hands. In the coal industry, according to the Indian 
Coal statistics of 1935, 66 coal companies had an aggregate 
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paid-up capital of Rs. 623 lakhs, In the sugar industry we 
have already seen that the tendency in recent years has been 
to start concerns with board of diiectors to the total elimi- 
nation of managing agents and raising capital by the issue of 
shares, In Cawnpore also, share capital constitutes a major 
portion of the industrial finance. The proportion of paid-up 
capital to gross block account can be seen in the following 
table, wherein figures are given for 8 mills, except in 1936, 
wherein these are for 11 mills. 


Source: Cawnpore Labour Enquiry Committee Report. 


Year Paid-up Capital Total Block Account* 
Rs. Rs. 
1929 32526215 46073998 
1930 22540515 47 166914 
1931 22525380 47741530 
1932 22525380 48603891 
1933 22525430 49600488 
1934 22554620 51242309 
1935 21179620 5397918] 
1936 22754620 59786860 


The Share Capital of a Company can be classified various- 
dy—trom the standpoint of capital structure, of dividend, and 
other rights, and of the method of transferring them. From 
the standpoint of capital structure, three types of capital may 
be distinguished—Authorised, Subscribed and Paid-up. The 
authorised capital is the total nominal value of shares which a 
company is authorised by its memorandum to issue. Subscribed or 
issued capital is the nominal value of shares actually issued. 
Paid-up capital is the amount actually received, or credited as 
received, from the members. A few more types follow from 
the above. Thus the whole of the issued or subscribed capital 
is not called up, but only a part of it. That part which is ac- 
tually called up is called-up capital, the rest, uncalled capital. 


eaten eee = _ 


% Total block account does not include arrount written off under 
‘Capital Reduction Schemes, while Peid-up Capital figures are shown 
after such reduction. 
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Out of the called-up capital, a part may be paid-up immedia- 
tely, the rest being due, to be paid within a stated period. 
Reserve capital is that part of the uncalled capital which by 
special resolution has been declared incapable of being called- 
up except in case of winding. One weakness from which the. 
capital structure of many concerns suffers is that the gap be- 
tween authorised and subscribed capital, and subscribed and 
paid-up capital is unusually wide. It is of course true that 
authorised capital must be high in order that in future the 
concern need not suffer from lack of capital owing to legal 
handicap. It is well known that the Memorandum of Asso- 
ciation contains a capital clause, which, like any other clause,. 
is unalterable without special procedure which may mean 
botheration and wastage of time. That is why, high autho- 
rised capital is taken at the inception. But this has two draw- 
backs. In the first place, the investing public, most of whom 
have no great knowledge about capital structure and who do 
not get any expert assistance in these matters owing to lack of 
it, are duped by high authorised capital. And secondly, a 
lack of legal restriction may lead to the growth of mushroom 
concerns with high authorised capital but little paid-up 
capital, leading ultimately to their collapse. So far as the 
banking companies are concerned, the recent amendment of 
the Indian Companies Act (Act IV of 1944) has made some 
good provisions, viz., that no banking company incorporated 
under this Act on or after 15th January, 1937 shall commence 
business unless shares have been allotted to an amount 
sufficient to yield a sum of at least Rs. 50,000 as working 
capital and that no banking company incorporated on or after 
15th January, 1937, whether within or without British India, 
shall, after the expiry of two years from the commencement 
of the Amendment Act of 1944, carry on business in 
British India unless it satisfies the following conditions: viz. 
that the subscribed capital of the company is not less than half 
the authorised capital and the paid-up capital is not Jess than 
half the subscribed capital. Some legal __ restriction 
of this character will be of help in case of other companies as 
well. 

Another classification arises from the standpoint of 
devidend and other rights. From this standpoint, the shares 
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may be classified as ordinary, preference, deferred and miscel- 
laneous. Obviously this classification is necessitated in order 
to give different attractions for investment to different classes 
of persons according to their psychological make-up. In 
general, there are three classes of persons in the investment 
world, whom Nixon has given the names of Mr. Cautious, Mr. 
Speculative and Mr. Medium. Mr. Cautious is extremely 
cautious in matters of his rights, no matter however poor 
reward his investment may fetch; Mr. Speculative is just the 
reverse and would go to any extent, irrespective of any 
security, if he smells gain, no matter if his expectations be false. 
Mr. Medium follows the golden middle path, investing in 
ordinary shares. A generation or so ago, even in England, 
the share capital of nearly all companies had only two classifi- 
cations—ordinary and preference. To-day however, there are 
as many classes of shares as the ingenuity of the directors and 
Promoters can devise, but the two principal types are ordinary 
and preference. As a result of the over multiplication of types, 
to-day the name of a particular share is no sufficient guide to 
the exact nature of the rights to be enjoyed. These rights are 
however defined by the prospectus or other documents on 
which the shares are offered and by the Articles of Association 
of the Company. For an ordinary share in itself means 
nothing but has to be defined to be understood. Sometimes 
different names are used in different countries for the same 
class of shares. Vhere the difference is only one of nomen- 
clature. Thus the share capital of a company is frequently 
dlescribed in U.S. A. and Canada as the Capital Stock, and the 
word ‘Preferred’ is used to denote the same thing as preference. 
In England and India, a distinction is made between stocks 
and shares, and the companies describe their capital usually as 
either stocks or shares, but not both. In these countries, 
stock is used to denote a form of capital which has no divi- 
‘sion into shares and no distinctive numbers. Any portion of 
a company’s stock is described simply by its nominal value. 
‘The stock is however an uncommon form of industrial paper 
in India, possibly due to low incentive to invest in this country. 
‘In the same way, unlike the American and Canadian practice, 
we make a distinction between preference and __ preferred 
shares, the preferred shares usually ranking after preference. - 
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A study of the stock capital is one of theoretical interest 
in this country, in view of the fact that it is not common in 
this country. The origin of the word and how it came _ to 
indicate the capital structure of the industry has been very 
humorously described by Hartley Withers. He points out 
that ‘‘the word ‘stock’ has meant many things in the course of 
its versatile career. From a trunk of a tree, it was by a 
natural metaphor applied to the original line of a family...... 
it gradually came to mean something heaped up like a stack 
or stook and to some sort of accumulated store. In this 
sense it still survives in the phrases, ‘stock-in-trade, meaning. 
the goods on hand held by a manufacturing or trading com- 
pany and ‘Taking Stock,’ meaning the process of counting and 
valuing the stock-in-trade. A passage in Bacon, however, 
shows that he used it as a store of bullion. ‘Let the exporta- 
tion of home commodities, he says in his Advice to Villiers, 
‘be more in value than the importation of foreign, and_ the 
stock of the kingdom shall yearly increase: for then the 
balance of trade must be returncd in) money or bullion.” 
Doubtless it was in this sense of a store of money that Ben 
Jonson used it—‘prodigal men feel not their own stock wast- 
ing. From this sense the transition was casy to the meaning 
in which the word is generally used by Adam Smith, viz., the 
capital of a firm or company, that is to say, the monetary 
resources which have been invested in its business or kept in 
hand for its daily needs. Proceeding in its evolution, the 
word transferred its meaning to the securities received by 
those who subscribed the capital of companies, and then 
divided itself again to mean marketable securities in general, 
and a certain kind of marketable security in particular.” 

As already noted, stock has no division into shares and no 
distinctive numbers, with the consequence that the stock 
may be transferred in fractional parts, In order to be the 
holder of shares, one must hold a share or a number of shares 
which is to be in its unit, say for Rs. 500; but he may be the 
holder of stock for any fractional parts of that unit, say. 
Rs. 200. In another respect, stock differs from shares, viz., 
that stock is always registered or inscribed, while shares may 
or may not be such, and be only bearer securities. The 
following are the different types in use: — 
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1. Debenture Stock—When there are no series of equal 
amount and no fixed numbers, and only one debenture certi- 
ficate is issued for the full amount taken by each debenture 
stock-holder, known as debenture stocks. They have a priority 
of security on the whole undertaking of the company and 
ranks first over other classes of stock in respect of payment of 
interest and principal. 


2. Guaranteed stocks are next in order of security to the 
debenture stocks, but enjoy a prior right over other types as 
to the return of capital, and payment of dividend. Guaran- 
teed stocks are usually cumulative in character. 


3. Preferred stocks enjoy a prior claim to a fixed divi-. 
dend but, unlike preference shares, are not cumulative in 
character. 


4. The ordinary or common stocks enjoy no guarantee 
or preference. The outcome is therefore subject to the un- 
certainty and fluctuation of the result in the working of the 
company. ‘The ordinary stock is at times divided into _ pre- 
ferred ordinary and deferred ordinary,—the former being 
entitled to a certain rate of dividend each year if profits are 
earned, and the latter to whatever rate out of the remaining 
profits. 

Turning next to the share capital of the company as 
formed in India, we find, broadly, three different types— 

dinary, preference and deterred. We shall take them up 
one By ohe: Although the different types of share capital 
available in Indian industry bear the same name as in other 
countries, yet there are certain distinguishing features both 
in the proportion of security offered to different classes of 
shares and also in the manner in which they are secured. To. 
take up first the ordinary shares, they are those shares which 
are not entitled to any preferential treatment either as regards 
the payment of dividend or repayment of capital in case of 
winding up, but enjoy any profits that may remain after the 
claims of different funds a company may have have been 
satisfied and interest on borrowed money and dividend on 
preference shares, along with any part due to cumulative 
preference for previous years have been paid. In case no 
profit is earned, the ordinary share-holder goes without any- 
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thing. But as one writer has rightly said, the ordinary shares 
are not so ordinary as the name suggests; on the country, they 
are the life-lines of the industry. Preference shares impose a 
burden, so to speak, on the industry and are not liked, unless 
ordinary shares are not in a position to offer sufficient attrac- 
tion to the investing public. 

In some cases, the ordinary shares are divided into two or 
three types, the difference between them being slight. Thus 
the Comilla Union Bank Ltd., has two types of ordinary 
shares—‘A’ shares of Rs. 50 each and ‘B’ shares of Rs. 25 
each. In Singaran Coal Syndicate Ltd. ordinary shares are 
divided into two—ordinary and B ordinary, both of Rs. 2-8-0. 
each. The B shares have a preterential claim to a dividend of 
7 per cent. and after the ordinary shares have received a 
similar distribution, the shares rank pari passu in all respects. 
In the Grob Tea Co., Ltd, both A ordinary shares of Rs. 10 
each and B ordinary shares of Rs. 5 each rank pan passu. 
In the Murphulani (Assam) Tea Co., Ltd., there are ordinary 
and preferred ordinary shares. The preferred ordinary shares 
carry the right to a fixed non-cumulative preferential divi- 
dend at the rate of 5 per cent. per annum and to participate in 
the surplus profits available for dividend rateably with 
ordinary shares in proportion to the respective capital paid- 
up thereon.~ The preferred ordinary shares also. carry _pre- 
ferential claim to repayment of capital and to participate rate- 
ably with the ordinary shares in the residue, if any, of such 
surplus assets as shall remain after paying off the ordinary 
capital of the company. Sometimes it so happens that a 
company has originally only one type of ordinary shares but 
afterwards takes another type. Thus the Basti Sugar Mills 
Co., Ltd. increased its capital in 1943 by the creation of B 
shares, the original shares being classified as A _ shares. B 
shares rank pari passu with A shares in all respects except 
that they do not carry voting rights. The Bengal Bonded 
Warehouse Association has four types of ordinary shares—A 
shares of Rs. 500 each, B shares of Rs. 62-8-0 each, C shares of 
Rs. 100 each and D shares of Rs. 12-8-0 each—all shares 
carrying equal rights. The Bombay Burmah Trading Cor- 
poration Ltd. has three types of shares—100 shares of 
Rs. 2,500 each, 40,000 old shares of Rs. 125 each and 84,000 
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new shares of Rs. 125 each. ‘The first variety is entitled to 
receive an extra or preferential dividend equal to one-third 
of the surplus profits remaining in any year after paying a 
dividend of 12 per cent. per annum on all shares in the 
company, including these 100 shares, and after setting aside 
any sums to the credit of Reserve Funds as the directors may 
decide. In the Digwarrah Rubber Co., Ltd. there are ordi- 
nary and preferred ordinary shares, the latter being issuecble 
as fully paid in conversion of debenture bonds at debenture- 
holders’ option, with non-cumulative preferential dividend of 
7 per cent. per annum ranking par: passu with ordinary shares 
for further distribution. In the Indian Tarpentine and 
Rosin Co,., Lid. there are ordinary Government A sharcs and 
ordinary B shares, both of Rs. 10 each. In the ‘Litaghur 
Paper Mills Co., Ltd., there are A ordinary — shares and B 
ordinary shares of Rs. 5 each, ranking pari passu with each 
other in all respects except in voting power. ‘The avove is an 
expansive list of the different types of ordinary shares available 
in this conutry and it shows clearly the rights attached to each 
type. 

The popularity of shares depends not only on the rights 
attached but also on the denomination of shares, the more so 
in this country where many .investors are people with small 


resources, The general tendency is for the shares to be of 
Sn 









higher denomination in Bombay than_ in Calcutta. In the 
cotton industry the shares ranged from Rs. 500 to Rs. 1,000. 


Only in recent years has there been a_ tendency for 
the shares to be split up into smaller denomination. In 
Bengal the shares are sold in lots of 100 in case of 
Rs. 10 shares and of 25 in case of shares of higher 
denomination. But the smalYer denomination in __ itself 
means nothing unless the minimum number of shares which 
can be purchased by a single investor is reduced. 

We shall turn next to preference shares. “Lhe purpose 
of offering preference shares is to attract as large_a_capital 
as possible from the members of the investing public. 
Although the preference shareholder is as good or as bad a 


‘proprietor of the concern as the ordinary shareholder, the 


preference share is a burden on the concern and therefore its 
proportion to the total share capital should be carefully 
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determined. For too much dependence on preference shares. 
would mean a burden on the concern on the one hand, and 
a deprivation of the ordinary shareholders on the other. No. 
less important is the dividend allowed on preference shares.. 
If this dividend is high, as it is in India, the ordinary share- 
holders have to go without any dividend in lean years’ in 
particular, and get low rate in general. In India, possiblv, 
with a view to give greater attraction to the investors’ fund,. 
a large number of concerns have got preterence shares in. 
their portfolio, most of them being cumulative preference 
shares. Only in case of insurance companies, preference 
shares are to be found in case of one or two concerns. The 
largest number of companies having preference shares are to: 
be found in the jute industry. An idea as to the number of 
companies having different classes of preference shares can be: 
had from the following table: 


Compiled from Investors’ India Year Book, 1942-48. 
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The above gives a rough idea as to the place occupied: 
by different types of preference shares in different industries, 
No figures are available as regards the proportion of prefer-. 
ence shares in the capital structure of a concern; but a rough 
estimate shows that in jute industry it is slightly more than 
40 p.c. and in cotton industry even less than 20 pc. The 
maximum proportion is to be found in the Tata Iron & Steet 
Co. where it constitutes about 70 p.c. of the total capital. 
Ce excessive dependence on preference shares is theoreti- 
ally unsound and practically obnoxious as is evidenced by 
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the history of the Tata Iron & Steel Co during the twenties. 
(cf. Lokanathan, Industrial Organisation in Indta.) 

The preference shareholders enjoy preferential rights in: 
several directions. In the first place, they enjoy a preferential 
claim to dividend which in most cases is cumulative in 
character, i.e., if the profits of any year are insufficient to pav 
full dividend on such shares, then no dividend can be paid 
thereafter on ordinary shares until all arrears of preference 
dividend have been paid in addition to that for the current 
year. If the claim to dividend is non-cumulative, then the: 
preference shareholders will only be entitled to it providcd 
profits are earned. Sometimes preference shareholders are: 
made to be entitled to share the surplus profits, if anv, with 
ordinary shareholders in addition to the fixed rate of dividend 
upon defined terins; then the shares are known as_participat- 
ing preference shares, Another type of preference shares 
which is new so far as this country is concerned, and which 
has been introduced by the Indian Companies Amendment _ 
Act of 1936, is known as Redeemable Preference Shares. Under 
this Act a company, if authorised by its articles, may issue 
preference shares redeemable out of profits, or out of the pro- 
ceeds of a fresh issue of shares or out of the sale proceeds of 
any property of the company. ‘he preference shares may be 
tax free or taxable. Secondly the preference  share-holders 
enjoy a preferential right to the assets of the company in 
case of liquidation. Let us illustrate the above iypes of 
preference shares from Indian cases. 

In the field of banking only a few banks have taken pre- 
ference shares. Thus the Allahabad Bank, Ltd., has got 6 p.c. 
tax free cumulative preference shares of Rs. 100 each carryinz 
preferential claim to repayment of capital. The Habib Bank, 
Ltd. has 3 p.c. taxable cumulative preference shares of Rs. 100 
each carrying preferential claim to repayment of capital and 
also the right to participate in the profits at the rate of } p.c, 
for every 1 p.c. dividend paid to ordinary shareholders over 
6 p.c.; they also carry the further right to participate in any 
bonus declared to be paid at the same rate as payable to 
ordinary shareholders. In the Hooghly Bank, Ltd., 6 p.c. 
tax free cumulative preference shares carry the right, in case 
of winding up. to repayment of capital and arrears of dividend 
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whether declared or not up to the commencement of winding 
up, in priority to ordinary shares and may be paid off at any 
time on 6 months’ notice, after Ist January, 1960; or be 
converted from that date, at the option of holders, into 
ordinary shares in the proportion of 10 ordinary shares for 
one such share. Sometimes a concern has preference shares 
combining both cumulative and non-cumulative dividend. 
Thus the Khas Kajora Coal Company, Ltd., has preference 
shares carrying the right to a fixed cumulative preferential 
dividend of 5 p.c. per annum and to a_ non-cumulative 
‘dividend of 3 p.c. per annum and also the right to participate 
in a further dividend of 2 per cent, per annum rateably with 
the ordinary shares after the latter have received a dividend 
of 8 p.c. per annum, all further profits remaining going to 
ordinary shares. They also enjoy the preferential claim to 
repayment of capital and arrears of dividend. The Bengal 
Jute Mill Co., Ltd., has 53 p.c. tax-free redeemable cumula- 
tive preference shares, redeemable at the option ot the com- 
pany in whole or in part out of the profits of the company at 
-any time or times at a premium of Rs. 12 per share. In the 
Birla Jute Manufacturing Company, Ltd., the cumulative 
preference shares carry preferential rights to repayment of 
capital, and also the right to participate in any year in any 
‘divisible profits (at the discretion of directors), after the ordi- 
nary shares have received dividend of 50 p.c. Here the divi- 
dend on ordinary shares is fixed at too high a figure and when 
this is given, the preference shareholders can claim participa- 
tion. At times the maximum extent to which the preference 
‘shareholders may participate in the profits is limited. Thus 
in the Craig Jute Mills, Ltd., the participating preference 
‘shares carry the right to a fixed cumulative preferential divi- 
‘dend of 5 p. c. per annum, and after the ordinary shares have 
‘been provided with a similar dividend, these shares shall have 
the right to participate in a further dividend of 1 p.c. per 
‘annum rateably with ordinary shares upto a maximum of 10 p.c. 
In the same way the maximum extent of participation in the 
‘case Of the Waverley Jute Mills Co., Ltd., is also 10 p.c. In 
‘the case of the New Indian Sugar Mills, Ltd., the maximum 
‘extent of participation is 9 p.c. This company has two types 
‘of preference shares—participating and convertible redeemable 
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—the convertible redeemable preference shares carrying the 
right to a fixed cumulative tax-free preferential dividend of 
74 p.c. per annum; such dividend shall rank before ordinary 
shares but after the participating preference shares. These 
shares, in a winding up, rank pari passw with ordinary shares. 
and at the option of the holders, they may at any time be 
converted into ordinary shares at par. The Gwalior Sugar 
Company, Ltd., has two classes of shares—preference and re- 
deemable preference, the company having discretion to re- 
deem the whole or any part of the latter. So long as these 
shares remain unredeemed, the rights attaching to these shares. 
and preference shares are the same as if they belong to one 
and the same class. 

Some of thé companies belonging to the miscellaneous group 
make an interesting study as regards the preference shares. 
Thus the Imperial Chemical Industries (India), Ltd., guaran- 
teed to provide sufficient funds each half year to enable the 
Alkali and Chemical’ Corporation of India Ltd. to pay pre- 
ference dividend in full for a period of 5 years from Ist April,. 
1938. The participation in case of preference shares in the 
Dalmia Cement, Ltd. is, so to say, progressive in character, 
increasing with an increase in the dividend declared on ordi- 
nary shares. Thus it will be 7 p.c. in the event of a dividend 
of 10 p.c. being declared on ordinary shares, to 74 p.c. in case: 
of a dividend of 20 p.c. and above being paid on ordinary 
shares and also to an additional 4 p.c, rising upto 9 p.c. per 
annum along with every 10 p.c. further rise in the dividend 
on ordinary shares without any further right to participate 
in profits or assets. In the Sree Gopal Paper Mills, Ltd., the 
6 p.c. preference shares also carry the right to participate in 
the profits available for dividend to the extent of 25 p.c. of 
the surplus of such profits remaining after payment of a divi- 
dend of 10 p.c. on ordinary shares, but the dividend payable 
on these shares in respect of any one year shall not exceed 
8 p.c. 

The ultimate control of a concern generally rests with 
ordinary shareholders, the preference shareholders. in general, 
having nothing to do with it. Only in extreme cases are they 
given any such right. being unknown in this country, so far 
as I know. Sometimes, the preference shareholders are given 
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the option of converting their preference shares into ordinary 
ones when the latter provide sufhcient attraction for the same. 
Of this one or two cases we have already noted. This type 
-of shares is issued in order to give sufficient attraction to 
“speculative investors who like to take a chance, provided it 
is not too great,”” Another variety of preference shares has 
come into use in countries like England and U. S. A. and is 
not entirely unknown in this country as well. In_ this, there 
is a variety of preference. Thus the American Corporations 
sometimes use two or more types of preferred stocks, such as 
first preferred and = second preferred or Preferred A and 
Preferred B. Generally, the first mentioned preferred stock 
enjoys certain preference in dividend payment over the 
second variety, while both these types enjoy preference over 
.the common stock. In England preferences are not of one or 
.two types, but at times exceed a dozen in number. In recent 
years, owing to legal handicaps, the practice is coming in 
vogue in America not to name the stock as preference in order 
ito distinguish it from common, but classify them as Com- 
mon A, Common B, etc., in order of preference granted. In 
India also some concerns follow the above practice. In 
-Ahmedabad Manufacturing and Calico Printing Co., Ltd., 
there are A, 44 p.c. tax-free cumulative preference shares of 
Rs. 125 each, 43 pc. taxable Diamond Jubilee second 
‘preference shares of Rs. 50 each and 4} p.c. taxable cumula. 
tive 3 p.c. preference shares of Rs. 50 each. In Ajit Mills, 
Ltd., there are 5} p.c. tax-free cumulative A preference shares 
of Rs. 100 each, 44 p.c., tax-free cumulative B_ preference 
shares of Rs. 100 each, and 5 p.c. tax-free cumulative C_ pre- 
ference shares of Rs. 100 each. As between themselves, they 
rank equal in all other respects. In the Bowreah Cotton 
Mills Co., Ltd., there are 8 p.c. tax-free A cumulative prefer- 
‘ence shares and 7 p.c. tax-free B non-cumulative preference 
shares. A preference shares carry preferential claim. to 
‘dividend and repayment of capital prior to B preference and 
ordinary shares, and B preference shares carry preferential 
‘¢laim to dividend only, prior to ordinary shares, but as regards 
capital, these shares rank pari passu with the ordinary. In 
the jute industry, the Clive Mills Co., Ltd. has 6 .p.c. tax-frec 
cumulative preference shares and 7 -p.c. tax-free cumulative A 
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preference shares. The A preference shares rank after 6 p.c. 
preference shares both for dividend and repayment of 
-capital. 

But, for that, too much importance should not be attached 
to the preferential aspect of these shares, for ‘‘in practice, 
every preference accorded to preferred stock is usually balanced 
by a limitation, most preferred stock is neither fish, nor 
fowl, nor good red berry.” For when the concern is not running 
succesfully, it possesses the income weakness of debentures and 
risk of shares, while at the same time not enjoying safety of the 
former and fat carnings in prosperous years of the latter. 
In times of difficulty, it may be thought that the preference 
shareholder is much better off than the ordinary one: nothing 
-of the kind. It is not that whenever a difficulty arises, the con 
cern will be liquidated; in extreme difficulty, some sort of 
reoraganisation may be effected but even then ordinary share- 
holders possess greater advantage in view of the fact that ‘‘the 
-organised control of the common stock, represented in the 
board of directors, usually gives this class of stock a relative ad- 
vantage over the unorganised preferred stock in such a process.” 
At times, the preference shareholders may have to forego 
-certain advantages. Thus in the New Victoria Mills Co. Ltd.. 
under a scheme of reorganisation in 1930, reduced 550,000, 
S p.c. cumulative preference shares of Rs, 10 cach to 321,100 
‘6 p.c. cumulative preference shares of Rs. 5 each. the re- 
maining shares being cancelled. In case of the Craig Jute 
Mills Co., Ltd., the rate of dividend on preference shares was 
reduced from Rs. 100 to Rs. 50 and the’ rate of dividend 
thereupon from 9 p.c. to 5 p.c. per annum and all rights to 
‘cumulative dividends unpaid from August, 1929 to January, 
1940 were cancelled. So also in case of the Waverley Jute 
Mills Co., Ltd., the rate of dividend unpreference shares was 
reduced from 8 p.c. to 5 p.c. per annum and all rights to 
‘cumulative dividends unpaid from August, 1929 to January, 
1940 were cancelled. In the Nambernadi Tea Co., Ltd., all 
arrears of the cumulative preferential dividend were cancelled 
and the holders of such shares were given in lieu thereot 
‘one Income Certificate of Rs. 100 for every 20 preference 
shares held by them, carrying interest at 5 p.c. per annum. 
“The existing preference shares of Rs. 10 each were converted 
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into ordinary shares of Rs. lO each. fully paid up. ranking for 
dividend and in all other respects pare passa with the existing 
ordinary shares of the company. ft may be asked. why the 
preference sharcholdars agree to have then rights curtailed: 
The answer is obvieus. He thes do not, they will be greater 
losers. For whet is needed in times of dithculty is to reduce 
fnancial burden. One such process ts a reconstruction — of 
capital structure. aa owhich the major burden falls on prefer: 
cnce sharcholders. HE they do not agree to a reconstruction 
scheme in which they have to undergo some — sacrifice. 
they may have to inctr ereater loss owing to the total collapse 
of the company. “Phus itis clear that although preference 
Sharcholders cnyox certian prefercnees and ordinary share- 
holders do not. vet the ordinary shareholders are not 
altogether ordinary and preference shareholders may have to 
undergo considerable saciiice, Yet the very name is attrac. 
tive and gives attraction to a class ob mivestors. 

But even then the investor must take note of a pomt or 
two before taking decision to subscribe to the preference shares. 
For otherwise his) psychological makeup may receive the 
ercatest setback owing to non-fulfilment of expectation, “Thus 
the investor must make sure that the company i one which 


ie Which ts omuch above phere payable as 


prcference dividend, this amount of moome ws high, 
“~~ 


no and 






ENJOVS an Une 
the preferen c oshares will also Lett t “Stronger positio 
be more attractive. Tn oa marginal case. the mvestor ts always 
at suspamse as to when he may be called tponm to sacrifice a 
part of his rights. No Jess important is the stability of in 


come of the COMpaAns: for iol as not stable. the preference 


Shares will depreciate im value whenever the income goes 
down. Phe qapital struguure of a coneenn is another im- 
portant ia a a is IHfoitoas overburdened) with 
financial obligations, its preference shares cannot be attractive, 
however great the concern imas be,  untess of course the 
stability of income and a big margin in income over prefer- 
ence dividend counterbalance this factor. 

Sufficqignt has been said about preference shares. Next we 
turn to another type of shares, vi. deferred shares, alternative- 
ly known as Founders’ shares. The name itself. is sienificant 
is regards ther proper character. Tt is well-known that the 
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Founders of a concern exercise a good deal of their brain and 
spend a lot for making preliminary arrangements for promot- 
ing a concern. “Vhey form a privileged class of shareholders, 
a fact which justifics its name as founders’ share. “They are 
deferred in so far as they come in to have a share after a cer- 
tain per cent, dividend is declared on ordinary shares. But 
a characteristic of this type of shares is that the deferred 
capital constitutes a small portion of the total capital structure 
and they are small in denomination in general. 

In India, too much importance cannot be attached to 
this class of shares since they are to be found in only a few 
cases. This is probably due to the existence of managing 
agents who continue to serve cven after the promotion work 
is over, and who have other sources of income. Only ina 
few instances therefore deferred shares are to be found in use, 
of which a few we shall note here. “Thus the Bank of Behar 
Limited has deferred shares of Rs. 25 each which. after being 
fully paid up. are entitled to receive a fixed tax-free dividend 
of 3 op.c. per annum pavable only after a minimum tax free 
dividend of 7 p. c. and ) p.c. per annum is paid on ordinary 
and preference shares respectively. Ino aoowinding up these 
shares shall not be cutitdled to any surplus assets and in case of 
defiant shall be Hable first te make it up. Ino the cotton * 
industry there are a few instances mo which the company has 
taken deferred shares. “Thus the E. D. Sassoon United Mills. 
Ltd., has, out of the authorised, issued and subscribed capital 
of Rs. 250 lakhs, raised Rs. 50) Jakhs by deferred shares of 
Re. 1 each. Here the ordinary shares are entitled to a_pre- 
ferential dividend of 6! p.c. and atter the deferred shares 
have received a similar dividend. the residue is to be divided 
equally between ordinary and deferred shares. Tn_the New 
Victoria _ Mills Co.. Ltd. the deferred shares are entitled to 
participate in dividends ypto JO poe per annum__after the 
preference shares have _ received a cumulative._dividend of 
6 p.c. and ordinary shares | have received 10 p.c. Any surplus 
divisible profit fit remaining thereafter are to be anerianed in 
three equal parts for payment of further dividend to the 
preference, ordinary and deferred shares. In the R. G. Cotton 
Mills Co., Ltd., after the payment of 6 p.c. cumulative prefer- 
ence dividend along with 2 p.c. non-cumulative preference 
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dividend per annum, the deferred shares rank part passu 
with ordinary shares up to a dividend of 10 p.c. per annum, 
and when any surplus profits are available for distribution 
in any year, the deferred shaies are to receive onehalf and 
the other halt is to be paid to ordinary shares. In case of 
winding up, the preference, ordinary and deferred shares 
rank part passu in all respects. In the jute and sugar indus- 
tries, the solitary instances of concerns having deferred shares 
are India Jute Co., Ltd., and South Behar Sugar Mills, Ltd., 
respectively. In the case of the former, the deferred shares © 
receive the same percentage of dividend as ordinary shares upto 


6 p.c. only inthe South _sehar Sugar Mile -Ttdhs, the 
deferred shares are entitled to a dividend upto 10 p.c. after 
10 pw. dividend has been paid on ordinary shares; any surplus 
remaining will be divided equally between ordinary and 
deferred shares. The iron and steel industry is however the 
only one in which most ct the few concerns that we have have 
got deferred shares. Thus the Indian Malleable Casting Ltd. 
has 154,000 deferred shares of Re 1 each After the ordinary 
shares have received a fixed taxfree dividend of 3 p.c. per 
annum, any surplus remaining will be distributed equally 
between ordinary and deferred shares In a winding up, the 
ordinary shares rank in priority to deferred shares; any surplus 
assets remaining after the whole of the paid up capital is paid 
off, will be distributed between the ordinary and deferred 
sharesholders each receiving one-half of them. The deferred 
shares of the Indian Steel and Wire Products Ltd. are entitled 
to half the surplus profits remaining after payment of a 6 p.c. 
dividend per annum on ordinary shares and to half the surplus 
assets, in case of winding up, after the paid-up capital is fully 
repaid. In the Mukand Iron & Steel Works Ltd., after the 
ordinary shares have received a non-cumulative dividend of 
8 p.c., the deferred shares will get a non-cumulative dividend of 
25 p.c. and any surplus profits available will be distributed 
equally between the holders of ordinary and deferred shares. 
In case of winding up, the preference capital will be paid off 
first and after that the ordinary and deferred capital rateably. 
If any surplus remains after all these payments have been made 
it will be distributed between the holders of ordinary and pre- 
ferred shares in the proportion of 2/5ths and 3/5ths respeét: 


“CORPORATION FINANCE IN INDIA $23 


ively. But the most noted of the deferred shares in this 
«country in general and in iron and steel industry in particular, 
not only because of the richness of the issuing concern but also 
because of the highly speculative character, are those of the 
Tata Iron & Steel Co., Lid. These shares are entitled to a non- 
cumulative dividend of 25 p.c. per annum after the dividends 
have been paid on preference shares and 8 p.c. non-cumulative 
on ordinary shares, Surplus profits, if any, are payable, half 
to the ordinary and half to the deterred shareholders. Among 
‘Other concerns having deterred shares, mention may be made 
of the Aluminium Corporation of India, Ltd., Assam Bengal 
Cement Companies Ltd. Balmer Lawrie & Co., Ltd., Dalmia 
Cement Ltd., etc. No special feature characterises them and 
therefore needs no mention. 

We have already remaitked that the object of offering as 
many types of shares as the ingenuity of the directors can devise 
is simply to offer as much attraction to investors as possible and 
to attract capital fiom all posstble sources. We have studied 
three distinct types of shares as are to be found in this country. 
Apart trom these, there are various other types, which may 
conveniently be classthed as miscellaneous, 


and the exact 
nature of which may biiefly be noted. 


The Mymensingh- 
Bhairabbazar Railway Co.. Ltd , has gualantee shares and rebate 
shares, the former caniying a guarantee from the Government of 
India of { 34 p.c. per annum and are a trustee investment. The 
nett earnings of the company are divided between Guarantee 
and Rebate shares in the proportion of 63/86 and 23/86 res 
pectively. When the Rebate shares’ proportion of the nett 
earnings is less than 5 p.c. on the Rebate capital, the balance is 
paid as rebate by B. & A. Ry. upto a maximum of 23/86 of the 
nett receipts derived from traffic interchanged by this Railway 
with the Mymensingh-Bhairabbazar Railway Co., Ltd. If and 
when the nett receipts of the company for any year shall exceed 
the sum required to pay the management expenses and interest 
at 5 p.c. per annum on the share capital of the company, the 
excess shall be divided equally between the company and the 
‘working agency. In the Elgin Mills Co., Ltd., there are vendors’ 
shates ranking par: fassu with ordinary shares. The 
Madhowji Dharamsi Manufacturing Co., Ltd. has got conver- 
ston shares along with deferred shares. The Namburnadi Tea 
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Co., Ltd., has got 5 p.c. non-cumulative income certificates of 
Rs. 100/- each, carrying preferential claim to repayment of 
capital and repayable by annual drawing. The Ramnugger 
Cane and Sugar Co., Ltd. has raised Ro. 6 lakhs by Convertible 
Notes of Rs. 1,000 each at 2§ p.c., issued at a discount of 4 §.c 
and repayable at a premium of 36 p.c. on 3lst May, 1950, In 
a winding-up or in failure to pay interest or otherwise to comply 
with the terms and conditions on which these notes were issued, 
they shall be liable to be repaid at a premium of 4 p.c., if 
repaid on or before 31st May, 1942. In the event of these being, 
repayable after 31st May, 1942, but before Sist May, 1950, the 
same will be repaid at a premium of 4 p.c. plus an additional 
1 p.c. for every completed period of 3 months as from 31st May, 
1942. At any time on o1 after Ist June, 1942 the hoider of any 
note shall have the option to require the company to issue to 
him or his naminee such number of oidinary shares of Rs. 10/- 
each at par as would be equivalent in nominal amount to the 
sum at which his note would be repayable, if it had fallen due 
for repayment on the date of the exercise of his option, the 
ordinary shares thus issued 1anking pari passu with the exist- 
ing ordinary shares in respect of subsequent financial year. 
One more instance of shares falling in the miscellaneous group 
is that of medical ordinary shares issued by the Bengal Chemt- 
cal and Pharmaceutical Works Lid. ‘These shares are issuable 
to Registered Medical Practitioners only and will be issued at 
a premium the amount of which being determined from time 
to time bs the Directors. [ranslet is restricted for the first ten 
years after the first issue to other such practitioners, Any person 
becoming cntitled to these shares in consequence of the death: 
or insolvency of the registercd holder thereot, shall be entitled 
to register himself in respect of such shares, subject to the pro- 
visions of article 26 of the company. These shares will rank 
pari passu with ordinary shares. 

We have discussed above shares from two standpoints— 
from that of capital structure and that of dividend and other 
rights. In order to complete the picture, we must add one 


more classification, vz., from the standpoint of the method of 


transferring them. From this standpoint a three-fold classifica- 


tion may be made into registered, bearer and inscribed secit- 


rities, The implication of bearer securities is clear enough. 
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‘ 
‘ 


The transfer is effected in this case by the seller merely by the 
handing over of the certificate to the prospective customer. 
Obviously it is very much to the advantage of the holder, pro- 
vided of course that the market for that class of securities is wide 
enough. Besides, it does away with all formalities. But no less 
important is the disadvantage trom which it suffers, viz., that 
the dividends have to be claimed by the holder. In case of 
registered securities, transfer is effected by a deed, compulsorily 
in case of a statutory company, and may be in case of a regis- 
tered company according as the articles of association allow 
not or allow transfer of shares executed under hand. In case of 
an inscribed security, transfer is effected not in the form of a 
separate deed but by writing in a register kept for the purpose. 
Usually the register is kept at the bank, the procedure of trans- 
fer being as follows: When the holder disposes of his holdings, 
it is necessary that he or his duly appointed representative 
should go to the bank and sign an entry of the transfer. 

Shares of American and Canadian Companies change 
hands in a way that combines the principal features of bearer 
and registered securities. “Lhese are transferrable, not by a 
separate deed, but by endorsement on share certificates. 
Although there 1s space tor inserting the name of the transferee 
on the certificate, yet it is left blank, ‘his is purposely done, 
particularly if the certificate is registered in a “‘good name’, 
4e., In the name of a good institution, firm or bank, the object 
being to maintain a good market for them so that they may be 
sold at any time according to the wishes of the owner. But 
when this procedure is adopted, it is not possible for the con- 
cern to know as to who the real owner is to whom dividend is 
to be sent. What is done therefore is that dividend is for- 
warded not to. the real holder but to the registered one, 
whether real or not, and it is necessary for the real holder to 
put in a claim for it from the registered holder. 

Another type of shares which have recently come into use 
is that issued at a discount. It is a recognised principle of the 
capital structure of a company that it should not pay any 
dividend out of its capital, excep! under special circumstances, 
and that the share capital shall be kept intact. As a corollary 
“tt was accepted that the issue of shares at a discount was 
_dnjurious and was therefore prohibited. In England the legal 
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prohibition came right upto the year 1929 when it was relaxed, 
though not abolished, to a certain extent, and certain  safe- 
guards and. restrictions are imposed, in case shares are issued at 
a discount, some of the safeguards being as follows: The 
shares issued at a discount must be of a class already issued. 
No share can be issued at a discount within one year of the 
company becoming entitled to commence business and even 
after that it must be duly authoriscd bv resolution passed at 
general meeting of shareholders and sanctioned by the court.- 
Every balance sheet issued by the company is to show how 
much discount on shares remains to be written off at the date: 
when the balance sheet is issued. In India also the underlying 
principle of the capital structure ef the company is theoreti- 
cally the same as that already mentioned. In practice however 
undercapitalisation is a verv common feature in most, and 
over-capitalisation in few, concerns in this country and the 
history of the development of ihe companies in this country 
Shows that alteration of capital has been a very common feature: 
of their capital structure. Whatever that may be, the issue of 
shares at a discount was not permitted before 15th January, 
1937. except in the case of sale or re-issue of forfeited shares. 
From that date however a company can. subject to the provi- 
sions of Section 105A of the Act, issuc, at a discount, shares of 
a Class already issued, if such issue is authorised by a resolu- 
tion passcd in general meeting of the company and sanctioned 
by the court. “Fhe maximum rate of discount should be 
Clearly specified, but in no case should it exceed 10 p.c, At 
least one vear should have elapsed since the date at which the 
company could commence business before it can issue shares 
at a discount and must be issued within six months after the 
date of its being sanctioned by the court, or within — such 
extended time as the court might allow. Particulars as to the 
discount granted or so much of the discount as has not been 
written off at the date of the issue of a prospectus or balance- 


sheet of the company must be contained in the prospectus and 
also in the balance sheet. 


Issue of Debentures. 


Unlike the share capital, debentures represent the debt of 
the company. In India the debenture capital is small and is: 
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mainly in the hands of institutions like banking and other 
companies, the effect being that only a fraction of it is quoted 
in the Indian markets and the investors therefore are not too. 
much interested in this scrip. Apart from this, the debentures. 
offer comparatively smaller interest to the investor of funds. 
As it was pointed out by the Indian Central Banking Enquiry 
Committee, there is a class of Indian investors who look for 
capital appreciation in its investments and that debenture 
loans with a fixed yield of interest and with no prospect of 
Capital appreciation have therefore no attraction for this class. 
But at times this unpopularity seems exaggerated, because in 
case of government, semi-government and = municipal loans, 
although there is negligible prospect of capital appreciation, 
vet the amount of investment is maximum in them. The 
unpopularity of debentures is as much theoretical as the 
exaggerated speculative character of Indian investors. It 
should not be taken as a denial of the existence of speculation 
in Indian market, sometimes of the worst type: but that is no 
peculiarity of the Indian investor alone but is to be found 
more or less everywhere. Nav. the opposite tendency is more 
predominant in this country. As it was pointed out by the 
Caleutta Stock Exchange Associauon before the Indian Central 
Banking Enquiry Cominittee, there is at all times a large class 
of investors which prefers the security offered by sound deben- 
tures to the possibility of capital depreciation. Vherefore the 
factor of greater importance is to be found in the nature of 
security offered. 

The importance of debentures as a source of industrial 
finance is not the same but varies from industry to industry 
and concern to concern. depending much on the position of 
the concern in matters of possession of real estate and property. 
If its real estate and property position is quite healthy and if 
its earning capacity is fairly stable, it is easier for a concern to 
raise funds by issuing debentures than when the position is 
poor and earning fluctuating. ‘This is best illustrated from the 
fact that the jute industry. partly because of their monopolis- 
tic position, and partly because of better standing in the eve 
of investors, has been most successful in issuing debentures 
whereas some others like coal companies have scarcely been 
successful in this matter, In another field. the issue of deben- 
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tures has proved successful, viz., in railway and tramway com- 
panies. True, the chief railway system in India has _ been 
financed by debentures issued by the Government of India or 
the Secretary of State; but the smaller concerns have been able 
to raise capital by issuing debentures themselves and that too 
in considerable amount. A rough idea can be had from the 
number of concerns issuing debentures in different industries 
from the following: 


Industry. Number of concerns 
issuing debentures. 


Railways aes ‘Gis wise 17 
Coal industry ies ve oe 2 
Cotton industry... eh sae 13 
Jute industry sag re ie 21 
‘Tea industry ae ey we 8 
Sugar industry a ae vik 15 
Engineering es me ae 8 
Miscellaneous sah ai ne a 


Broadly speaking, debentures are ol two —types—redeem- 
able and irredeemable. The latter class is rare so far as this 
country is concerned, because it requires that the financial 
position of. the concern issuing debentures must be above all 
suspicion, for, it is only then that the investors can invest in 
irredeemable debentures. In case of redeemable debentures, 
however, the investor's interest is protected in various ways. 
In the first place, so long as they continuc, they are not sus- 
ceptible to depreciation on account of depression or with 
changes in the conditions of Indian money market. Secondly, 
some of them enjoy the advantage of being withdrawn’ even 
before their maturity. Thirdly, provision is made in many 
cases for the repayment of debenture loans, thereby minimis- 
ing their financial burden on the issuing concern as far as 
practicable. Thus provision is made for having a “sinking 
fund or the amortisation fund, expressly created for the pur- 
pose of paying off debentures,’ which ‘‘may be utilised 
annually or at longer intervals to draw debentures by means of 
a ballot to the extent the accumulated amount will permit, 
and thus, gradually by the date of maturity most of the deben- 
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tures are redeemed relicving the company of the interest 
burden.” 

Apart from the above two types, there are various other 
types some of which may be mentioned in brief. Naked or 
ordinary debenture, as distinguished {rom mortgage debenture, 
is issued without any security whereas the latter type is issued: 
with a charge on the undertakings and assets of the company. 
When the debenture is a fixed one, it is issued with a charge on 
some fixed immovable propeity of the company as security. 
Floating debenture is issued with a floating charge on 
movable assets of the company for security. Another variety, 
bearer debenture, is payable to bearer and transterable by 
mere delivery, whereas in case of registered debentures they are 
payable to registered holders and the transfer to be registered 
with the company. But the list is not at all exhaustive and 
each issue may represent some new feature. “Thus most of the 
debentures of railway companies are. taxable, or taxfree, bearer 
bonds, repavable at par. “Vhe Darjeeling-Himalayan Railway 
Extension Co., Ltd. has, in addition to bearer bonds, bearer 
debentures. ‘The Shahdaia (Delhi) Saharanpur Light Rail- 
way Co., Ltd., has got neither bearer bonds, nor registered 
‘debentures, but 44 p.c. debenture stack. Only in one or two 
‘cases are the bonds registered and transfeyable by deed only, 
eg.. Katakhal-Lala Bazar Railway Co., Ltd.. Tezpore Balipara 
Tram Co., Ltd, ‘The Oriental Coal Company Ltd., has two 
types of debentures, first mortgage and second mortgage, both 
being taxable bearer bonds repayable at par. The Bengal 
Nagpur Cotton Mills TLid.. has issued 6 p.c. taxable bearer 
bonds, repayable in whole or in part at a premium of 3. p.c. 
In the Cawnpore Veatiles Lid., apart from the provision — for 
repayment at a premium of 2 p.c., the company is to set apart 
in each year, out of the profits, for the repayment of deben- 
tures, a sum of Rs. 12,500/- to form a sinking fund. If in any 
year the profits do not suffice to provide Rs. 12,500/- the 
deficiency shall be provided from the profits of the succeeding 
year or years. The Mohini Mills Ltd., has issued bearer 
bonds at par and repayable at par by yearly instalment from 
3st December, 1943 to 31st December, 1949, with the option 
of redemption in whole or part at any time after 31st Decem- 
‘ber, 1943. Of other concerns in cotton industry issuing 
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debentures nothing special needs be mentioned, The follow- 
ing are some of the concerns having bonds, bearer or regis- 
tered: Edward Sassoon Mills, Ltd., Elgin Mills Co., Ltd.,. 
Indore Malwa United Mills Ltd., Minerva Mills Ltd., Morarjee 
Gokuldas Spinning and Weaving Co., Ltd., R. G. Cotton Mills. 
Co., Ltd., Sholapur Spinning and Weaving Co., Ltd., and 
Simplex Mills Co., Ltd. The jute industry however presenis 
the most outstanding example of successful issue of debentures. 
Nothing however needs be mentioned about their Special 
characteristics, except in case of the Mahabir Jute Mills Ltd. 
In the case of this company, there are 7 p.c. taxable bearer 
bonds of Rs. 500/- each, issued at par and repayable at par on 
30th September, 1951, with the option of repayment at par, in 
whole or part, after 30th September. 1941, on six months’ 
notice. If this option is not exercised within a year from the 
aforesaid date, the company will not be entitled to exercise 
option befere 30th Scptember. 1946. In case of redeeming 
part of the debentures during this option, the — particular 
debentures to be paid off shall be determined by drawings. 
In the tea industry only a very few concerns have issued deben- 
tures, three of which are in the nature of the convertible deben- 
ture capital. Comparatively the success attained by the deben- 
tures issucd is not totally negligible, particularly so when we 
consider that the industry is a new one. and some of the con- 
cerns present special features of their own in) matters of 
debenture issue. ‘Thus the Belstund Sugar Co., Ltd. issued 
debentures carrying no interest for the — first two years but 
thereafter at the rate of &) p.c. per annum (taxable), repayable 
at par or at the option of the company on 30th September, 
1944. The holder of each debenture had the option to sub- 
scribe at any time for an allotment of ordinary shares of the 
aggregate nominal value of Rs. 90/- payable in cash, this 
Option expiring at the end of a certain period. In the case of 
the Ramnugger Cane and Sugar Co., Ltd., debentures are - 
issued at a discount of Rs. 2/- per cent and are repayable at a 
premium of Rs. 2/8/- per cent. The Ryam Sugar Co., Ltd., 
has 7 p.c. taxable bearer bonds. The company shall in each 
year set apart out of the profits Rs. 18,750 to form a sinking 
fund for the repayment of debentures. If in any year the pro- 
fits do not suffice to provide the aforesaid sum, the deficiency 
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shall be provided out of profits of succeeding year or years. In 
two other sugar companies, sinking fund provisions for the 
repayment of debentures have been made. In the engineering 
industry about eight concerns have issued debentures, of which 
mention may be made of only one, viz., Indian Iron and Steel 
Co., Ltd., whose debentures present some special features. 
There are two classes—first mortgage debentures and converti- 
ble second mortgage debentures stock. The first mortgage 
debentures are redeemabic by the operation of a cumulative 
sinking fund of I} p.c. per annum, commencing in 1941, 
which will be applied in purchases at any price less than par 
(exclusive of accrued interest) or by annual drawings at. par, 
with the option of redemption in whole or part on any interest 
date after 3lst December, 1951, at a premium of 2 p.c. The 
holders of convertible second mortgage debentures stocks 
might at any time upto and including 1943 convert them into. 
fully paid ordinary shares at the rate of one ordinary share of 
Rs. 10/- for everv £1 10s. of convertible stock. All ordinary 
shares so issued will rank for dividend for the financial vear 
following that current at the date of the exercise of the option 
and the holder will receive interest on the stock converted m 
respect of the financial year in which the option is exercised. 
Jn the miscellaneous group, a number of concerns have issued 
dcbentures, of which mention may be made only of those issued 
bv the Tata Chemicals Ltd. There are three types of bonds— 
4 p.c. taxable bonds of Rs. 100/-, Rs. 1,000/- and 
Rs, 10,000/- each. Debentures of Rs. 100/- and/or 
Rs. 1,000/- each may be consolidated into debentures of 
Rs. 1.000/- and Rs. 10,000/- each and debentures — ot 
Rs. 100/- and Rs. 1.000/- each. A debenture holder may exer- 
cise one of the following alternative options in respect of each 
unit of Rs. 100/- each held by him: (a) between Ist January, 
1943 to exchange the unit for 8 ordinary shares of Rs. 10/- 
each fully paid up; (b) between Ist January, 1944 and 30th 
June, 1944, on payment of Rs. 8/- in’ cash, to exchange the 
unit for 8 ordinary shares of Rs. 10/- each, fully paid up: and 
(c) between Ist January 1945 and 30th June, 1945, on pavment 
of ‘Rs. 10/- in cash, to exchange the unit for 6 ordinary shares 
of Rs, 10/- each fully paid up. Otherwise. they are repayable 
at par on 15th January, 1952, with the option of repayment in 
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whole or in part at par on or after 15th January, 1948 on 6 
months’ notice. 

Like preference shares, debentures also constitute a finan- 
-cial burden on the issuing concern and must _ therefore be 
strictly limited to the earning capacity. For, ‘‘constant interest 
credit which does not share in business losses, g.e., bonds, 
inortgages and short-term loans, become a danger to the exist- 
ence of all legal forms of industrial enterprise; for, several years 
in depression will eat away the capital-stock if interest pay- 
ments have to be continued.” Nay, even in normal years, too 
much dependence on borrowed funds is unfavourable to the 
interest Of ordinary shareholders whose dividends are propor- 
tionately reduced. Even the price of the shares of a concern 
depending too much on debentures is unfavourably — affected. 
Hence it is necessary to take resort to debentures only ulti- 
mately and that too strictly within the earning capacity of the 
concern. 

Debentures in India are mainly of two types” from — the 
standpoint of transferability, viz., bearer bonds and bonds 
transferable by endorsement only, of which the former aie 
more popular, Registered debentures transferable by deed 
tlone are not very common, though not altogether absent. 
The reason for this is that the debenture-holders are for less 
formality in matters of transfers. “The debentures are redeem- 
able generally at par and at times at a slight premium and are 
alwavs backed by a cumulative sinking fund. 


Need for well-organised agency for Industrial Finance. 


The need for a_ well-organised agency of Industrial 
Finance in this country has been expressed from time to time, 
The drawbacks of the existing machinery are too well-known 
to need emphasis. It is well-known that the existing banking 
system has not as yet been able to provide necessary facilities 
of industrial finance. The overcautious policy of these banks 
has been responsible for this state of affairs. It was expected 
that the establishment of the Reserve Bank of India would be 
-~ step forward. But unlike the Bank of England, the Reserve 
Bank of India so far has not shown any tendency to come up 
‘to the situation and its policy strictly follows the lines of 
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orthodox banking principle. The case for a separate Indus- 
trial Corporation was considered and put forward by the 
Central Banking Enquiry Comnitttee. But so far nothing has 
emerged out of that recommendation. The difficulties in the 
way are at times over-emphasizcd. It is pointed out that as a 
preliminary step towards the establishment of industrial 
bank in this country, there should be the development of 
ordinary deposit banking. Really spcaking, the connection 
between the two lines of development is almost non-existent. 
If for the sake of argument it is ccepted that the development 
of deposit banking must precede the development of industrial 
bank, even then it must be said that the war time development 
of deposit banking has gone a loug way in this matter. In fact, 
the subject of industrial finance has assumed importance mM 
recent times, afier the cessauion of hostilities, In Britain, 
already two finance corporations have been started for financing 
small and large industries. In this country, in their statement 
on Industrial Policy the Government announced that they 
were considering the queston of starting an Industrial Invest- 
ment Corporation or an instituGon of similar type. Ino certain 
quarters, apprehension prevails that in this countwy no expert- 
ment should) be made in mixed banking and therefore the 
banks should not) participate in anv scheme for  Jong-term 
finance. While the dangers ef mixed banking are well-known, 
it is too short-sighted a policy to keep the banking system out 
of the schemes of industrial finance. If the banks keep — their 
short and long term investments entirely separate and if the 
latter is met out of the fund created out of the profits of the 
bank, the evils of mixed banking need not manifest. The 
fact is that the Indian banking system has sufficiently develop- 
ed during the years of 2nd World War. Vo keep it entirely 
out of the field of industrial finance would be too short sighted 


a policy. 


Conclusion 


We have considered above the different methods of indus- 
trial finance as prevalent in this country. But we have made 
no distinction between capital raised inside the country and 
capital invested in our industries by foreigners who retain 
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ownership and control over them. The problem of external 
capital assumed importance at the time of the enquiry by the 
Fiscal Commission when it was pointed out that the invest- 
ment of foreign capital inside this country would nullify any 
measure intended to grant protection. ‘‘Protection would 
attract capital from abroad and with the capitalist would come 
the technical experc and the trained organiser of modern 
industrial undertaking...... Vhe educated Indian would _ play 
but a small part; and he would in course of time realise that 
ihe protective duties mainly served to enable Europeans to 
‘exploit: the country.’ 

The foreign investments in India difler from foreign 
investments made in other countries of the East. For her 
industrial development Japan resorted to foreign loans but 
she never allowed foreign capitalism to enter into Japan. 
The position of China is different, She also” raised foreign 
loans but because of her delaults foreign investments — feel 
rather shy of this country. India’s case however comes =m 
between the two. Unlike China, she has found it convenient 
io raise foreign loans, but unlike Japan—and this is) the 
weakest: feature of her economy—she has allowed foreign 
‘Capitalism: to come inside the country. 

Foreign capitalism in India is not only to be found in 
Indian industries, but also, and even more predominantly, in 
the field of banking, insurance, Railways, “Tramways, Ports, and 
shipping as also in the foreign trade of this country. Even in 
the industry which is regarded as a national industry, [ mean, 
cotton texule industry, according to some estimates, even 
there over 20 per cent. of the capital is in British hands. 
Foreign capitalism in India is not to be found in” the same 
degree in al] industries or firms, but it varies in degree of 
ownership and control. Thus for instance, although the jute 
industry is the outstanding instance of an industry promoted, 
controlled and financed by British companies, ‘‘vet at present 
some 60 per cent. of the capital is Indian-owned.” The same 
s true of concerns like the Vitaghur Paper Mills, Calcutta, 
which although prima facie appear as foreign are now owned 
by a majority of Indian share-holders. In some cases, al: 
though the concern was originally non-Indian, it has now come 
practically in the hands of the Indians, e.g., the Martin Com- 
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pany coming in the hands of the Mukerjees. In some indus- 
tries, ¢.g., the match industry, it is a monopoly of non-Indians. 
Thus the West India Match Co., 1s run with Swedish capital 
and under Swedish control. Even a large proportion of shares 
of Indian concerns is owned by this company. The com- 
pany also controls the supply of match machinery through the 
Match Manufacturing Supply Company The same is also 
true of the soap and engineering industries. Even in case of 
many concerns where ‘‘the capital and control are predemi- 
nantly Indian, the technical management may be largely in 
foreign hands, as was the case at first in the cotton and steel 
industries.’ 

It is very difficult to state accurately the exact amount of 
foreign capital invested in India. For, no adequate figures 
for the same are available. The mixed type of ownership 
makes the compilation all the more difficult. According to 
an estimate made by the British Associated Chamber of Com- 
merce in 1933, the total British investinent in India was about 
£1,000 million, including the sterling debt of the Government. 
According to a recent estimate by the Financial Times, the 
total British investment in India in 1936 was £616 millions, 
including the foreign obligations of the Government. Now 
that the sterling debt of the Government has been paid off, 
according to this estimate, the suaviving British investments in 
India will be about £240 millions. 

The evils of foreign capitalism have been emphasized by 
Indian economists. They were in particular pointed out 
before the External Capital Cominittee (1925), which, in part, 
endorsed the recommendations of the minority of the Fiscal 
Commission regarding the imposition of certain — restrictions. 
Even foreign observers have been forced to admit that ‘‘some 
of them (ze¢., allegations) contain an element of truth and the 
problem has arisen how to secure for India the advantages 
without the disadvantages of the continued use of foreign 
capital.” (Hubbard——-Eastern Industrialisation and its Effect on 
the West). None of the recommendations, either of the Fiscal 
Commission or of the Externat Capital Committee, however 
found favour with the Government and the provisions of the 
Government of India Act, 1935, introduced safeguards for 
foreign capitalism and definitely tied the hands of the Indian 
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Ministers, if and when they will be running the administration. 
The Second World War has led to the development of a situa- 
tion as a result of which India could haye achieved financial 
independence. The huge sterling balances that have accumulated 
in England in our tavour couid have been utilised to pay off 
the owners of these concerns. as has been done by South 
Africa, Canada and U.S. A. Each of these countries, by taking 
advantages of the war time developments. has purchased the 
British investments in these countries. “Thus the British hold- 
ings in U.S. A. have been liquidated. some even at a loss, and 
South Africa acquired the ownership of gold mines and 
Canada has obtained the British-owned Canadian Securities 
and Railway Stocks. A similar linc) of policy would have 
been helpful to this country as well. But while the Govern- 
ment has paid off its external obligations. vet it has maintained 
indifference to the question of liquidation of — private — invest- 
ments by Britishers in this country. This is a very un- 
sympathetic attitude, The only ground on which — foreign 
capital—to be distinguished from foreign capitalism—may be 
supported for the country is that India needs huge capital for 
her industrial development. But if any such development — is 
really to take place. the Indian credit’ in’ world market ts 
enough to enable her to raise foreign loans on her own account. 
The fact that at one stage in her industrial development — these 
foreign investments have plaved an important part does not 
make them sacrosanct. The indifference of the Government 
in this respect indicates that foreign capitalism is to continue 
in this country for an indefinite period. 





Proposed Industrial Finance Corporation 


The purpose of establishing the Industrial Finance Cor- 
poration has been described as ‘‘making medium and_ long 
term credits more readily available to industrial concerns in 
British India. ‘The share capital of this Corporation will be 
Rs. 5 crores divided into 2,000 shares of Rs. 25,000 each, being 
fully paid up. Of this the Central Government and _ the 
Reserve Bank will each subscribe 400 shares while as many as 
800 shares will be allotted to the scheduled banks, the balance 
of 400 shares being available for distribution among insurance 
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companies, investment trusts and other financial institutions in 
such manner as the Board may think fit having regard however 
to the desirability of distributing the shares and = the voting 
rights attached thereto as widelv as possible. “The shares will 
be guaranteed by the Central Government, as to both the — re- 
payment of principal and the payment of dividend at a rate 
not exceeding 25 p.c. per annum. ‘The corporation will 
not be liable to pay income tax or super tax on its income and 
profits but the dividend paid by it to the share-holders will be 
liable to these taxes. The surplus profits of the Corporation, 
after payment of dividend not exceeding 5 per cent. and build- 
ing up a reseive fund of Rs 5 crores will be pavable to the 
Central Government. 


1.B.—22 


CHAPTER 11 


CORPORATION FINANCE AND INVESTMENT 
PROCEDURE. 


Saving and Investment 


The subject of saving and investment has assumed very 
great importance in contemporary economic literature, For, 
thcse two in themselves determine not only the level of econd- 
mic activity but also that of inactivity. he particular phase 
of the business organisation, viz., trade cycle, is also made to 
depend on the divergence between these two factors and the 
rate of interest has been given a very great importance as the 
chicf determinant of these two. But the peculiar thing is that 
even to this day there is no unanimity regarding the conception 
of saving and investment and therefore confusion prevails in 
this part of the discussion. 

What is saving after all? and what is investment? The 
classical writers did not dive deep into the matter. “Thus 
Marshall--wrote, ‘‘Interest, being the price paid for the use of 
capital in any market, tends towards an = cquilibriuin level, 
such that the aggregate demand for capital in that market at 
that rate of interest is equal to the aggregate stock forth- 
coming at that rate.” In other words, ‘‘the rate of interest and 
the amount of real income devoted to investment tend to be so 
adjusted that the quantity of real income demanded for invest- 
ment at that rate of interest, ts equal to the quantity offered at 
that rate; in such wise that there are no demands unsatisfied 
and no offers declined.” (Pigou: Employment and Equili- 
brium). ‘The classical exposition is not sufficiently clear. 
But it may be taken that in equilibrium, the ‘‘aggregate de- 
mand for capital,” z.¢., investment, is. equa] to the ‘aggregate 
stock forthcoming at that rate,” 7.e., saving. The use of the 
word “stock” has at times created confusion, for it may mean 
stock of goods and also stock of money, and thc rate of interest 
may therefore be money rate of interest or real rate of interest. 
Another reason for confusion has occurred in Marshall from 
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the tact that ** Phere is no explicit reference to productive capa- 
qily as an e.cment ailecung the supply of real invesiment.” 
Even it we take it that there is explicit reference to that efkect, 
the trouble 1s not yet ovcr m so far as the volume of saving at 
a given rate of interest depends not merely on the productive 
power of the community, but on the extent to which the pro- 
ductive power is actually used for investment purposes. Pigou 
has tried to defend Marshall's position on the ground that 
Marshall was concerned with tong-run- tendencies. ‘*Indus- 
trial iluctuations were to have been the subject of a later 
volume, which, to our great misfortune, was never written.” 
But this sort of apology 1s worse than none; for, our inuncdiate 
concern in economic studics is with shcert-run problems. 
Whatcver that may be, it may be inferred that even in classi- 
cal writings, the equilibrium position has been regarded as one 
in which savings is cqual to invesument. But no further effort 
was made to explain the phenomenon of trade cycle in terms of 
saving and investinent. 

Although the distinction beiween the two was first intro- 
duced in cconomic titcrature by Ludwig Mises, yet it received 
scientific expression mm Keynes’ Preadise on Money, in which 
Keynes, a truc devotce of classical tradition, has fmaintained 
the cqualitv between saving and investment as the position of 
equilibrium and a divergence between the two as being a 
position other than equilibrium. In General Theory how- 
cvcr Keynes breaks away from classical outlook and seeks — to 
establish a bilateral relation between these two propositions. 
according to which saving is always equal to investment, there- 
by making these two ‘fa mere identity or truism.” The iden- 
tity, from practical standpoint seems to be exaggerated. For 
cven in normal circumstances in some cases the exploitation. 
of existing recurces may not permit the investment of the 
entire savings of the community while at the same time the 
need for cxplotiation of vast resources may lead to insufficiency 
of national savings and resort may have to be taken to foreign 
borrowings. Thcrefore, to say that saving, meaning the excess 
of income over consumption cxpenses, is always equal to 
investment is not scientifically correct. If however the propo- 
sition is taken to mean that that portion of saving which is 
actually invested is equal to investment, it is however a differ- 
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ent matter; but to strive to cstablish the bilateral relation 
between the two ts to carry it lo exaggeration. 

Saving is usually taken to mean individual saving and the 
saving of the community is equal to the totality of the savings 
of the individuals constituting it. Some idea of | individual 
saving in this country has been given in Chapter IX above. 
In recent vears, however, another type of saving has come in 
to acquire greater importance, 7/2, Corporate saving. Quanti- 
tative studies of the magnitude of corporate saving have been 
made in advanced countrics: but so far no such estimate is 
available for our own. A rough idca of corporate saving in 
this country may be had from the fellowing figures for the 
year 1942/43. The figures are never accurate, but only 
approximate. 








Se oe 





Number of 


Corporations. concerns Capital panels 
an (Lakhs of Rs.) (Lakhs of Rs. 
considered, 
Cotton Industry 73 cole 836 
Banking 17 1,007 1,013 
Coal Mining DS 56] 202 
Jute Industry 60 2.106 890 
Tea Industry 121 495 231 
FEngincering 26 2.055 760 


It will be seen from the above list that corporate saving is 
quite small in this country. Apart from the reserve main- 
tained, some of the concerns maintain ‘‘other funds” whose 
aggregate figure would be much = smaller than that of the 
rescrve. Some of the concerns save a portion of their annual 
income for special purposes. which may be seen from the 


following table: 
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Concerns maintaining Nature and purpose ps 
i available 
special funds. of the funds. : 
therein. | 
Buckingham & Carnatic Rs. 
Co., Ltd. Reserve for taxation. 64,80,957 


Cawnpore Textile Ltd. Debenture Sinking Fund, 55,292 
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Concerns maintaining 
special funds. 


Nature and purpose 
of the funds. 


Dividend Kqualisation 


Dhakeswari Cotton Mills Fund. 
Td. Prefcrence Share 
Redemption Fund. 


Elgin Mills Co., Ltd. 


Lakshmi Cotton Mfg,, 
Co,, Ltd. 
Minerva Mills Ltd. 


Building & Machinery 
Funds. 

Debenture Redemption 
fund. 


i 
Tata Mills Ltd. Debcnture Redemption 


Fund, 
Central Kurkend Coal Capital Redemption 
Co., Ltd. Reserve. 


Adamjec Jute Mills Lud. 
Auckland Jute Co., Ltd. 
Hooghly Mills Co., Ltd. 
Howrah Mills Co., Ltd. 
Khardah Co., Ltd. 


Kinnison Jute Mills Co., 


Reserve for ‘Vaxation. 
capital Fund. 

Reserve for Taxation. 
Reserve for Vaxation. 


Reserve for Taxation. 


Ltd. Capital Fund. 
Nathati Jute Mills Cao., 
Lid, Capital Fund. 


Northbrook Jute Co., Ltd. Capital Fund. 

Nuddia Jute Co., Ltd. 

Reliance Jute Mills Co., 
Ltd. 

Union Jute Co., Ltd. 

Gohpur Tea Co., Ltd. 


Reseive for Taxation. 


Reserve for Taxation. 

Capital Fund. 

Debenture 
Fund. 

Kumardhubi Engincering Reserve for Bad 
Works Ltd. ctc. 


Redem pluuon 


debts, 


Debecnture Sinking Fund. 


Amounts 
avilable 
therein. 


Rs. 
2 25,095 


3,00,000 
9,80,862 


44.62,137 


1,00,000 
41 3;219 


95,000 
233,466 
16,00,000 
9,660,113 
F277 ASL 
34,25,405 


10,00,000 


20,00,000 
4,00,000 
31,50,000 


22,25,000 


7,00,000 
1,00,000 


38,444 


LT Sc SS FTES 


342 INDIAN BUSINESS 


Apart from these sundry reserves, a few concérns‘maintain a 
separate depreciation fund. ‘The number of such concerns is. 
not.too manv. ‘The following table gives some idea. 


? 





: Total No. Concerns main- ‘Total amount 


Industry of taining Deprecia- in Deprecia- 
concerns. tion Fund. tion Fund. 
Be a Rs. 
Cotton » aan “ho 30 11,65,82,017 
Coal .. 53 l 51,40,000 
Jute at 60 ] 2,90 591 
Tea sg He ee — 
Engineering ... 26 | 8 15,43,16,091 











v4- 


So far as corporate saving is concerned, although it is a 
factor of great importance in the economic life of a cquntry, 
vet for our present purpose it is of no great importance. For, 
investment of corporate saving involves no borrowing nor any. 
floatation of shares; it is already in the hands of the concern 
and it is for the concern to decide as to when, how and to 
what extent is this saving to be invested. It is only in case of 
individual saving that special investment procedure is needed 
and it is to its study that we shall devote ourselves in the 
present chapter. 


Investment Proced ure—Corporation’s Stand poin t. 


No economic activity, particularly the corporate one, can 
be carried on without finance. Therefore, as soon as the idea 
of floating a concern takes shape in the mind of the promoter 
or the promoters, a sound and adequate financial plan is to be 
prepared if the concern is to avoid impending collapse. It has 
been found that many a corporation has come to grief owing 
to unwise financial plan. A financial plan is nothing but the 
“pattern of stocks and bonds” and ‘‘it assumes (1) a pre-deter- 
mination of corporate capital needs; and (2) satisfaction of 
those needs for capital in such manner as will best serve the 
long run needs of the corporation.” But how is this capita! 
to he attracted? 
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As soon’as the concern is floated and financial plan pre- 
pared, the concern issues a prospectus to the public which is, 
‘so to speak, an invitation calling upon the members of the 
publ:c to subscribe to the shares, and debentures, if any, of: the 
concern. Be it noted that a private company cannot issue pros- 
pectus and even in case of a public company, no _ prospectus 
can be issued to the public until a copy ot the same is filed with 
the Registrar. If the public company does not issue prospec- 
tus, it is at least expected that it shall not allot its shares and 
debentures unless at least a statement in lieu of prospectus is 
filed. The issue of a prospectus has been regarded as the most 
important part of establishing a concern. But the abuses con- 
nected therewith are at times so serious that it-has been neces- 
sary to prescribe legal regulation in the interest of the investors. 
It is true that ‘‘all prospectus should be scanned in a spirit of 
jaundiced criticism and with the most pessimistic readiness to 
believe that they are specially alluring traps ‘laid by some 
designing financier to relieve the reader of ‘some o- his money.” 
But it is not always possible for many investors to judge for 
themselves the investment opportunities ‘and may readily be 
entrapped» Of course, law is not enough to protect those who 
cannet protect themselves; yet it is necessary in order td? com- 
pel the promoters to bfing to the public as many facts as are 
necessary for the purpose of the investors. Thus Section 93 of 
the Indian Companies Act, as amended in 1936, gives in details 
the contents of a prospectus. As laid down in that section, a 
prospectus must state: — 

“‘(a) the contents of the memorandum, with the names, 
descriptions and addresses of the signatories and the number 
of shares subscribed for by them respectively; and the number 
of founders or management or deferred shares, if any, and the 
nature and extent. of the interest of the holders in the property 
and profits of the company and thé number of redeemable 
preference shares intended to be issued within the date or, 
where no date is fixed, the period of notice required and the 
proposed method of redemption; and 

(b) the numbers of shares fixed by the articles as the 
qualification of a director and any provision in the articles as 
to the remuneration of the directors; and 

(c) the names, descriptions and addresses of the directors 
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or proposed directors aud of the managers or proposed 
managers and managing agents or proposed managing agents, 
if any, and any provision in the articles or in any contract as 
to the appointinent of managers or managing agents and the 
remuneration payable to them; and 

(d) Phe: minimum subscription of which the directors 
may proceed to allotment, and the amount payable on _appli- 
cation and allotment on each share; and in the case of a*second 
or subsequent offer of shares the amount offered for subscrip- 
tion on cach previous allotment made within the two preced- 
ing years, and the ameunt actually alloited and the amount 
paid on the shares so allotted; and 

(ce) the number and amount vf chares and debentures 
which within the two preceding years have been issued or 
agreed to be issued, as fully or partly paid-up otherwise than 
in cash, and in the latter case, the extent to which they are 50 
paid-up, and in either case the consideration for which those 
shares or debentures have been issued or agreed to be issued; 
and 

(ee) where any issue of shares or deébentures is under- 

written, the names of the underwriters, and the opinion of the 
directors that the resources of the underwriters are sufficient to 
discharge the underwriting obligations; and 

(f) the names and addresses ef the vendors of any property 
purchased or acquired by the company or proposed so to be 
purchased or acquired which ts to be paid for wholly or 
partly out of the procceds of the issue offered tor subscription 
by the prospectus or the purchase or acquisition of which has 
not been completed at the date of issue of the prospectus, and 
the amount payable in cash, shares or debentures to the 
vendor, and where there is more than one separate vendor or 
the company is a sub-purchaser, the amount so payable to each 
vendor; provided that where the vendors or any of them are 
a firm, the members of the firm shall not be treated as separate 
vendors; and 

(ff) where any property refcrred to in clause (f) has within 
the two years preceding the issue of the prospectus been trans- 
ferred by sale, the amount paid by the purchaser at each such 
transfer so far as the information is available and, where any 
such property is a business, the profits accruing from such busi- 
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ness during each of the three years immediately preceding the 
issue of the prospectus or during cach year of the existence of 
the business it less than three years so far as the information ‘is 
available. A balance sheet of the business concerned made up 
to a date not more than 90 days before the date of the issue of 
the prospectus shall be appended to the prospectus; and 

(g) the amount, if any, paid or payable as purchase-money 
in cash, shares or debentures, for any such property as afore- 
said, specifying the amount, if any, payable tor goodwill; and 

(h) the amount, if any, paid within the two — preceding 
years or payable, as commission for subscribing or agreeing to 
subscribe, or procuring or agrecing to procure subscriptions, 
for any shares in, or debentures of, the company, or as discount 
in respect of shares issued, showing separately the amount, 
any, so paid to the managing agents: provided that it shall not 
be necessary to state the commission payable to sub-under- 
writers; and 

(i) the amount or estimated amount of — preliminary’ 
expenses; and 

(k) the amount paid within the two preceding years or 
intended to be paid to any promotcr, and the consideration for 
any such payment; and 

(1) the dates of, and parties to, every material contract, 
including contracts relating to the acquisition of property to 
which clause ({) applies, and a reasonable ume and place at 
which any material coniract or a copy -thereof may be in- 
spected: provided that this requircment shall not apply to a 
contract entered into in the ordinary course of the business 
carried on or intended to be carned on by the company or to 
any contract (except a contract appomting or fixing the remu- 
neration of a managing dircctor or managing agent) entered 
into more than two years before the date of issue of the pros- 
pectus; and 

(m) the names and addresses of the auditors (if any) of the 
company; and 

(n) full particulars of the nature and extent of the inter- 
est, if any, of every director in the promotion of, or in the 
property proposed to be acquired by, the company, or where 
the interest of such a director consists in being a partner in a 
firm, the nature and extent of the interest of the firm, with a 
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statement of all sums paid or agreed to be paid to him or to. 
the firm in cash or shares or otherwise by any person either to 
induce him to become, or to qualify him as, a director, or 
otherwise for services rendered bv him or by the firm in con- 
nccticn with the promotion or tormation of the company; and 

(0) where the company is a company having shares of 
more than one class, the right of voting at meetings of the 
company conferred by, and the rights in respect of capital and 
dividends attached to the several classes of shares respectively 
and % . 

(p) where the articles of the company impose any ‘estric- 
tions upon the members of the company in respect of the 
right to attend, speak or vote at meetings of the company or of 
the right to transfer shares, or upon the directors of the com- 
pany in respect of their poner of management, the nature and 
extent of those restrictions.” " 

The above legal provision has bee rendered necessary in’ 
order that there may not be suppressions and exaggerations and 
consequent trouble and loss to the investors, in so far as the 
law can help them. These should not be taken as enough nor 
can they be such; but they are necessary as a sort of Walming to 
the prospective investors. 


Investment Procedure—Investor’s Standpoint. 


cd 


A company has been floated; the members of the public 
have been invited to supply capital. How would they do 
that? In other words, how would the prospective investors be 
the shareholders of a concern? There are various ' ways by 
which an investor can come to acquire the shares. In the first 
place, he can be a shareholder by subscriving to the: memo- 
randum of association before it is registered. It is well-known 
that the memorandum contains a subscription clause and the 
persons desirous to be formed into a company subscribe their 
names to it and also the number of shares that each one of 
them has agreed to purchase. Thus this class of shareholders 
comes to exist simply’ by virtue of their subscription to the 
memorandum: and each one of them must take shares direct 
from the company and pay calls duly made on them. Secondly, 
membership is also acquired by application. A member of the 
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‘public desirous to take shares has to apply for such number of 
‘shares as he is desirous to take and he gets them according as 
the company thinks it possible to allot to him. It is  well- 
known that there is minimum subscription, 7.e., the lowest 
sum that the directors consider necessary for purchase of pro- 
perty, preliminary expenses and working capital, and this must 
be subscribed before the directors can allot any of the shares. 
If applications are not received for minimum — subscripiion 
within a prescribed time limit after the issue of prospectus, all 
moneys received from applicants must be returned. Failing 
this, directors make themselves jointly and severally lable to 
pay the same with interest. When advertised minimum sub- 
scription has been received, it rests with the directors to allot 
to each applicant the number of shares he has applied for or 
any less number they may decide upon or none at all. Vhirdly, 
membership may be acquired by transfer of shares, something. 
on which has already been said. Fourthly, membership may 
be acquired by succession or transmission, which must be dis- 
tinguished from membership acquired by transfer of shares. 
‘Transmission takes place on the death of the holder of shares. 
or on his becoming lunatic or bankrupt. In such ‘case, the 
management and control o: the holding passes by law to his 
lawful representative whe henceforth becomes the holdcr of 
shares. The fifth type of membership is that by acquiescence, 
e., by allowing his name to be retained on the register of 
members or otherwise -holding himself out or allowing himself 
to be held out as a member. The hability in) such a= case 
arises from the fact that he has civen his assent to remain’ on 
the register of members even in a case where his name has been 
improperly entered therein, or even when he is stopped from 
denying that he is registered with his consent. Of all these 
types of membership, that one which intcrests us for the 
present is the second one, viz., membcrship by application. 
Every. investor has got to take two sets of decisions. In 
the first place, he is to decide what portion of his income he is 
going to consume and what. portion to save. After this first 
set of: decision is taken, it is for the investor to sce as to how he 
should: invest his funds. This is.rather a delicate question and 
its determination depends on his psychological make-up. In 
the second set of decision, he has to take some sub-decisions, 
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viz., whether the prospective investor is ready to undertake 
risk or not, as to whether his aim is to profit by capital appre- 
ciation and also as to whether he wants to be the proprietor or 
‘the creditor of the concern. It is on these sub-decisions that 
the second set of decision will depend. However rash an 
investor may be, naturally his desire is to earn profit and io 
reduce the risk to the minimuin. For, in saving a part of his 
income, one sacrifices the immediate cnjoyments for some 
future benefit. Under these circumstances, no one would like 
to sce his savings cvaporate in loss, unless of course it is unfore- 
scen and at the same time unavoidable. One thing must how- 
cver be noted here, wz., the possibility of capital appreciation 
conflicts with the ideal of reducing the risk to a minimum. 
For, just as capital appreciation leads to gain, capital deprecia- 
tion leads to loss. Vhat is why the most orthodox investment 
doctrine would prefer to remain on the safest’ side and 
discourage speculation by all means. But that is too much and 
would stop the wheel of commerce. ‘Vherefore the investor's 
ideal should be to undertake reasonable risk, without entering 
into speculation as such. i, 

Next the investor is to decide as to whether he should be 
a creditor or a proprietor. ‘The difference between the two 
positions should not be overlooked. Creditorship arises out of 
the holding of government and municipal securities and of 
bonds and debentures of concerns engaged in different fields 
of productive and distributive business. They carn a fixed 
rate of intercst and are repayable at some fixed future date 
either at par or at a slight premium = according to the terms 
between the two parties. Proprietorship of a concern arises 
out of the holding of ordinary shares. As already noted, his 
claims to profit come last and he is entitled to the remainder 
after meeting the demands of all other claimants. Undoubtedly 
this is a speculative position; for the remainder may be nil or 
a vast sum. In the former case, the ordinary shareholder gets 
nothing while in the latter he is entitled to fabulous dividends. 
Besides, this uncertainty is neither immense in all circumstan- 
‘ces nor unworthy to be shouldered. It all depends on the nature 
of the underiaking and at times the ordinary shares may be 
more safe and morc profitable than even the gilt-edged secn- 
1itics. ‘Therefore the decision here is extremely difficult. It 


FINANCE AND INVESIMENET PROCEDURE 349, 


is true that debentures have security and fixed income; but the 
extent of security may be exaggerated. On the other hand, an 
ordinary share of a good concern may not have less scc arity, 
with the added possibility of unlimitcd income therefrom. 

In this country much of the investment has been decided 
in favour of government loans owing to the peculiar economic 
policy of the government. According to the calculation ot 
foreign experts, attached to the Indian Central Banhing 
Enquiry Committee, the total capital invested in Government, 
municipal and other local bedies, loans and securities, and in 
industrial and joint stock companies including deposits with 
banks and post offices, but excluding the bulk of foreign capi- 
tal working in India, comes to about Rs. 700 crores; but it 
must be noted in contradiction to the views of the foreign 
experts that this investment is neither sufficient to meet the 
necds of industry and agriculture nor well-distributed among 
different uses. So far as the agricultural class in this 
country is concerned, they are hardly solvent enough to invest 
in normal years, not to speak of bad ones. Those who can 
afford to invest. land and jeweilery offer greater attraction. 
The salaried and professional secticn does save and invest: but 
by their very mature they are unfit to assume big risk and prefer 
assured income, however small, from their investmeni and 
therefore they invest in post office savings banks, postal cash 
certificates, government securities, etc. “Phe commercial com- 
munity no doubt mvest a part of their saving in industrial 
securities ahd debentures; but even they usually prefer short- 
term deposits or treasury bills, and at times purchase and mort- 
gage of land and building, for investing their funds. This 
state of affairs, this preference on the part of the members of 
the public in favour of investment in government — securities 
and in municipal and port trust loans is ‘‘partly duc to the 
principle of ‘safety first’ followed by Indian investors. 
confidence on the part of the investor in securities of the latter 
kind (1.¢., industrial securities) would have been greater and 
consequently his willingness to invest in them, if the investor 
had the knowledge that decisions relating to industrial and 
fiscal matters rested solely and finally with the government of 
the country responsible to its legislature. We also consider 
that the high rates of interest paid on government borrowings 
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in recent years have been partly. responsible for the relative 
popularity of Government Securities as compared with indus- 
trial shares and debentures.” 

An interesting study in the merits of investment in ordi- 
nary shares has been made by Edgar Lawrence Smith in his 
Common Stocks as Long-Term Investments. He has carried 
on a historical investigauion, covering the period from 1866 io 
the end of the century and the broad results of his analysis are 
that high grade bonds failed to demonstrate themselves as 
having been better investment. Smith has carried on about a 
dozen tests and has found that in every case the investor would 
get a higher income from shares than from bonds and 
debentures. Of course, we must admit, as Hartley Withers 
says, ‘‘that diversified Jists of common shares in the industries 
of a country that is enjoying exccptional growth and presperity 
give them a margin of advantage over high grade bonds,” but 
that the process of diversification is not sufficient for the climi- 
nation of risk. But even then Withers tells us that in a sample 
enquiry carried on by Gilbert Layton of the Economist for the 
years 1910-25 in six industrial concerns of England, it was 
found that the aggregate investment in six companies had 
appreciated by over 50 p.c. and the investor had received a 
dividend rising from 5.9 to 11.4 and averaging over 9 p.c. 
‘Though the investigation is on too small a scale, yet it ts 
interesting and encouraging especially when we consider that 
the period covers two big events of history—the great war and 
post-war collapse. ‘All that has been proved by these investi- 
gations is that ordinary shares have advantages which make it 
impossible to regard them as necessarily so speculative that we 
ought to feel rather ashamed of possessing them.” 

So far as this country is concerned, no such test has been 
carried out. A few remarks would therefore not be out of 
place. First of all, let us take the Government, municipal 
and state loans. In case of Government of India Rupee Loans, 
the major portion of the debt is incurred at 34 and 3 p.c., while 
a portion of it carries interest at 5 p.c. Only once, in the year 
1936, the rate of interest on Government of India Rupee 
loans, has been below 3 p.c., viz.,.28 p.c. Therefore 3 p.c. may 
be taken as.the minimum limit at which the Government of 
India Rupee toans are raised. So far as the Provincial Gov- 
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ernment Icans are concerned, the rate of interest stands as 


follows: — 

Madras. Cc. P. Punjab. . 
1937 3 p.c. 1937 3 p.c. 193 4 p.c. 
1938 3 p.c. 1939 3 p.c. 1937 3 p.c. 
1939 3 p.c. 1938 3 p.c. 

1939 3 p.c. 

N. W. F. P. iJ2.P; 

1032 5D p.c. 
1937 3 p.c. 1936 3 p.c. 
1937 3 p.c. 


The rate of interest on state loans stands as follows :— 


Mysore. Travancore. 
1920 O4 p.c. 1916 5 p.c. 
192] O} p.c. 1936 33 p.c. 
1930 5 p.c. Cochin. 
1933 4 p.c. 1933 5 p.c. 
1934 35 p.c. 1936 3d p.c. 


So far as the Bombay Municipal loans are concerned, the 
highest rate of interest recorded has been 6 p.c. in. 1924, 
1924-25, and 1930 and the lowest 3 p.c. In case of Calcutta 
municipal loans also, the highest rate bas been 6} p.c. in 1920, 
1921, 1924 and 1925 and the lowest 3 p.c. The Bombay muni- 
cipal (Improvement ‘Frust) Loans bear interest mainly 1 
4 p.c.; only in the year of issue, 1926, the highest rate of inter- 
est was offered at 6 p.c. The rate of interest on Calcutta Im- 
provement Trust Loans stands as follows: — 


1925 0 p.c. 1936 3 p.c. 

1929 5} p.c. 1937 3 p.c. 

1934 4 pc. 1938 3 p.c. . 
1935 34 p.c. 


The Bombay Port Trust Loans mostly pay 4 p.c. and 34 
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p.c. In case of Calcutta Port Trust Loans, the rate of interest 


is as follows: — 


1910-15 each year 4) p.c. (927 5 p.c. 
1916 5 pc. 1928 Oo p.c. 
192] 6 p.c. 1951 4 p.c. 
1921 64 p.c. 1933 yy 

1925 6 p.c. 1935 O23 p.c 
1926 5} p.c. 1937 3 pc. 
1926 5 p.e. OS yp 


Thus it is clear that most of the above loans carry a rate 
of interest which is gencrally 3 to 35 p.c. and only at times 
it excecds that rate. So far as our public companies are con- 
cerned, some such iigures are essential in order to show the 
comparative advantage of the two. One thing needs however 
be said. Absolutely judged, the rate of dividend declared 
leads us no where: for so far as the new Investor goes, he may 
have io purchase the shares at a price much higher than 
the face valuc of the shares and in this case the rate per cent. 
of the dividend declines. “Uhis Capital appreciation is no 
doubt an advantage to the seller, particularly the original one, 
in sc far as he gets more than he actually paid for them; but 
they are @ loss to the new investor. Therefore, while judging 
the comparative merits of investment in Government Securities 
and industrial securities, we shall do so from the standpoint of 
investor to-day and not from that of the original investor. 
We shall take note not only of the dividend declared but also 
of capital appreciation in order to realise the true position. 
Further, it must be borne in mind that in the present stage of 
the industrial development of the country it is useless to study 
each of the industries as a whole. For many firms in every 
industry stand below margin. A comparative study is only 
possible when most of the firms are marginal. Therefore, we 
have selected a few good concerns, at random, in order to 
show that investment in good concerns is in no way inferior to 
that in Government Secyirities. What is therefore assumed on 
the part of the investor is that he has sufficient knowledge of 
selecting good concerns before he makes up his mind for 
investment. Let us first take the case of banking companies, 
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The rate of dividend declared and the range of price fluctua- 
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It will be seen that the investor dcrives dividend which 
in most cases is higher than that on Government loans. 
Besides, the original investor gains because of capital apprecia- 
tion. Even the subsequent investors have their share in capital 
appreciation in so far as they purchase and sell securities with 
market fluctuations, thereby pucketing the difference. Let us 
take the case of the Allahabad Bank Limited. In the year 
1933, one share of the face value of Rs. 100/- was earning 18 
per cent. For the new investor however the interest earned 
would not be so high; for he purchases the share not at its 
face value but at market value, which on average for the 
year 1933 is Rs. 2733. ‘Thus by investing Rs. 2734 on a share 
of the face value of Rs. 100/-, he earns annually a sum of 

Rs. 18/- i.e., 6.318/547 per cent. 


Let us next turn to the insurance companies. We | shall 
consider only two cases where capital appreciation has been 
very high. 

(See Table J on page 355). 


The dividend record of nee insurance concerns is also 
not unsatisfactory. 


(Sce Table 11 on page 355). 


Or take the case of concerns in cotton industry. We have 
noted the case of only some concerns from Bombay whose 
range of capital appreciation is great. 


(See Table,on page 356). 


The dividend record as shown in page 356 is not very attrac- 
tive for the new cautious investor. For in many cases it would 
hardly prove equal to the rate of interest allowed by the Gov- 
ernment on Government of India Rupee Loans. But, for a 
speculative investor, who is more concerned with capital appre- 
ciation, investment in the shares of the above concerns is 
highly attractive in so far as the range of price fluctuation is 
fairly wide. From this standpoint also investment in indus- 
trial shares should prove more attractive. Another very spe- 
culative and hence profit earning scrip is the ordinary and 
deferred shares of ithe Tata Tron & Steel Co., Ltd. Here the 
range of capital appreciation is extremely wide. Thus the 
market price of the 30 rupees deferred and 75 rupees ordinary 
shares was as follows in the following years. (Vide. page 357). 
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| 1933 1934 1935 «1936 
Deferred 280-1825 2283-16048 730-2025 720-460 
Ordinary 423-16 57-423 1574-564 152-13) 
1937 1938 1939 
Deferred 2150-508) 1860-8925 1560-840 
Ordinary 388-147 370-222 334-205 


~The object of the above lines has been to bring home the 
comparative advantage of investinent in industrial and other 
company shares, as compared with that in Government loans. 
True, from the standpoint of dividend payment many of 
them offer comparatively less attraction, but dividend pay- 
ment is not the sole detcrmining criterion in case of most in- 
vestors. Their greater concern is with capital appreciation. 
From this standpoint it may sately be concluded that the in- 
vestors need not apprehend less carping from investment in 
judiciously selected industrial shares. 

The investor has made up hts mind to invest his savings 
in industrial shares. How would he do that? How can he 
know as to which concern is a sound one? Sometimes he | ts 
influenced by his relatives and friends, who may have some 
direct. or indirect connection with some concern. Some — are 
duped by big names on the board of directors. Some in this 
country are influenced not so much by the directors as by the 
name of the managing agents. “Though playing very import- 
ant role in the field of investment, these cannot be regarded 
as factors directly connected: with the operation of a concern. 
In this respect. two documents are of help, first. prospectus 
and second, batance sheet. The warnings from the orthodox 
Investment experts with regard to both these documents is 
too well known to need recapitulation. Suffice it to say here 
that both of them are instruments which may cleverly be 
manipulated in the selfish interest of those who are in charge 
of the management of the concern and hence both of them 
must be analysed in a spirit of criticism. As soon as_ the 
‘prospectus of a concern is published, the prospective 
investor is to see whether it is valid under the Act, 
viz., whether a copy of the same has been filed with the Regis- 
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trar of the Joint Stock Company. ‘The next point to note is 
whether the capital structure of the concern is top heavy. Jt 
has been pointed out previously that if the capital structure 
contains too much of a financial burden in the shape of _ pre- 
ference shares and debentures, ii may on the whole be taken 
as unsatisfactory. For, not to speak of depression, even 
in normal times it becomes difficult tor it to meet these obliga- 
tions out of profits. According to Hartley Withers, the 
ordin«ry capital ought to be at least one-third of the — total. 
If this be not so, the margin of income available after the 
provision of debenture interest and preference dividend is not 
likely to be sufficient to give the debenture and __ preference 
securities real security. Nor would the ordinary shares be 
attractive in so far as the investor in these would hardly feel 
any attraction for them when he tinds that the concern has its 
hands ued in other financial Obligations. From that — stand- 
point one-third capital to be ordinary one seems to be too low 
a figure. Besides, the prospectus should contain the details 
of all financial obligations already incurred by the concern so 
that any prospective investor may judge the situation for him- 
self. No less troubiesome and misguiding is the other docn- 
ment wz., balance sheet. As Withers says. whereas the liabili- 
ties give figures which aie certain facts, the assets are cXpress- 
ed in figures which are to a certain extent a matter of guess- 
work. For, much depends on the trade in question. If the 
trade has a good prospect, the figures on the assets side may 
be a rough guide; but if the trade has no prospect, then these 
figures lead us nowhere. Vhe figures are there simply because 
they should be there; otherwise they have no validity. If 
some of the assets are actually sold in the market, they will 
fetch a negligible amount. Again, take the case of a parti- 
cular factor, wiz., goodwill, which appears in every  balance- 
sheet. It is not something concrete and therefore the critic 
may “open his shoulders and slog” and say that goodwill 
“has no right to be in any balance sheet at all*but ought to 
Rave been written off years ago out of profits,” yet it is there 
and is calculated on some guesswork. These and a thousand 
other tactics remove the reality and the balance sheet becomes 
an obscurity. If prospectus and balance sheet are no gooc 
guides, profit and loss account is equally hopeless for the 
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purpose. There are certain items in the profit and loss ac- 
count on the debit side, viz., allocation ot reserve and funds 
for the repair and renewal of premises and plant, depreciation 
in widest sense, bad and doubtiul debts, etc., etc., in which the 
directors have full discretion and a prudent board would err 
on the side of excessive provision; but an imprudent and 
fraudulent board is also no rarity and in that case the board 
either waits ‘‘for a more favourable opportunity for making 
fuller provision” or ‘‘delibcrately make provision that they 
know to be insufficient; and so the amount of the profit that 
is carried to the balance sheet is increased at the expense of 
efficiency of business and of profits of future years and to the 
ultimate undoing of the share-holders and the directors them- 
selves.” Under these circumstances, there are two organisa- 
tions which may be of help to the investor,I mean, the Stock 
Exchange and the Investment Trust. 


Investment Intermediary—-Stock Exchange 


“The Stock Exchange is not an invesunent instituuon but 
only an investment intermediary. so to say, a centralised 
market for the purchase and sale of scrips. It has added to 
the mobility of ».pital and made investment flexible ino so far 
as the investor is sure of gctting a conunuous and open 
market where to purchase and. scll shares according to his 
convenience. ‘The Stock Exchange also enables the investor 
to know the price of different securitics according as they 
stand every momen. Every change in the situation affecting 
the finances wit) be reflected im the price quotations” which 
are determined by the operauion of the best financial and 
business brains and it also reflects the future trend. From 
the standpoint of the industrial concerns, the stock exchange 
determines the flow of capital available to a particular indus. 
try. For savings wil flow in) those channels whose securities 
are held at prestige in the stock market. So far as the ‘new 
investor is concerned, the listing regulations of the © stock 
exchange are of help; for before dealings can be opened in 
any particular scrip on the stock exchange, it must meet 
certain requirements as taid down and therefore the securities 
of bogus companies scarcely have any entrance. It is of 
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course true that thc stock exchange authorities do not hold 
themselves responsibie for the soundness of the scrip and the 
investor invests on his own responsibility; but the fact that 
dealings in a particular scrip is admitted in the stock 
exchange adds to ‘its prestige and soundness. . 

In view of the vastness of the country, the few stock 
exchanges that operate in India are not only inadequate but 
also unsatisfactory in their operation. In_ fact, the Stock 
Exchanges in Bombay and Calcutta are the only two organis- 
ed Stock Exchanges. At Madras a stock exchange was opened 
in 1920 but is in moribund condition. Vhere is also a stock 
exchange at Ahmedabad, the principal — securities quoted 
therein being those of cotton mill concerns in that centre. In 
1940 a stock exchange was started at Cawnpore. Some 
time back a new share market has been inaugurated — at 
Calcutta whose main purpose is to create a market for those 
shares which are not quoted in the Calcutta Stock Exchange 
Association. 

The Calcutta Stock Exchange Association was constituted 
in 1908. Before that date dealings were carried on by a few 
brokers in the open. “Phe Association was incorporated into 
a limited liability company in 1923 under the Indian Com- 
panies Act, with an authorised capital of Rs. 3 lakhs divided 
into 300 fully paid shares of Rs. 1,000/- each. No member 
of the Association can hold more than one share. The total 
number of members including partners and assistants of the 
members’ firms exceeds five hundred. If a_ person, is 
willing to be a member of the Association he can do so only 
by purchasing a share from an existing member and must 
pay an admission fee of Rs. 5,000/-. The main object of the 
Association is -“‘to facilitate the transaction of business, on 
the Stock Exchange and to make rules and byclaws regulating 
the mode and conditions in and subject to which the business 
on the Stock Exchange shall be transacted and the conduct of 
the persons transacting the same and generally for the good 
order and Government of members of the Association.” The 
management of the Association is entrusted to a Committee 
the members of which are elected annually at the general 
meeting of the sharcholders. The Committee, in its turn, ap- 
points Sub-Committees and honorary office-bearers and _per- 
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forms all work on behalf of the Association. The 
business practice im the Calcutta Stock Exchange differs 
from that ciscwhere in so far as all transactions are 
carried on cash basis and therefore there are no settlement 
days as in London or Bombay. Aftcr the contract is made, 
the dclivery is duc on the sccond day and inmost securities arc 
sold under blank transfer. But that does not mean _— that 
transactions on the Calcutta Stock Exchange are carri¢d on 
smoothly. Just the reverse of it and although delivery is due 
on the second day, yet months sometimes pass before | the 
shares are actually delivered. Besides, there is a long stand- 
ing grievance against the Calcutta Stock Exchange Association 
in sO far as it admitted the scrips of a few selected concerns. 
Therefore recently the Siock Exchange Association of Bengal 
was inaugurated in order to remove the long standing griev- 
ance of the very many concerns who had been refused adimis- 
sion by the Calcutta Stock Exchange Association. ‘The new- 
ly inaugurated Stock Exchange Association of Bengal  ‘‘con- 
dained many an clement which the most progressive Stock 
Exchange in this country should endeavour to emulate. For 
instance, it was admitting the jomt stock banks and other 
limited lability financial instituuons as members. This, 
though unknown to other Stock Exchange in India, was 
nevertheless a common practice and established usage with the 
progressive stock exchanges in ihe West.” As already noted, 
the Association has for its main purpose the creation of a 
market for those shares which are not quoted in the Calcutta 
Stock Exchange Association and putting a stop to ‘fall un- 
healthy speculations.” 

But the oldest Stock Exchange in India is the Bombay 
Stock Exchange, also known as the Native Share and Stock 
Brokers’ Association or the Share Bazar of Bombay. It start- 
ed its operation as earlv as 1840 with a handful of members 
and hag a steady development since that date, not only in the 
number of members but also in the volume and ‘extent of 
‘business transacted. In the boom days of 1917 another stock 
exchange, called the Bombay Stock Exchange Limited was 
established in Bombay; it did very little business and has 
ceased to function for all practical purposes. The Native 
‘Shares & Stock Brokers’ Association was established with verv 
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many objects some of which were as follows. The Association. 
is to support and protect the character and status of brokers. 
and to turther the interest of both brokers and the public 
dealing in shares, to provide honourable practice and to 
depress mal-practices and to settle disputes among the mem- 
bers and to decide all questions of usage, custom or courtesy in 
conducting brokerage business. ‘The membership of the Asso- 
ciation\is open to a native of India and is also extended to a 
British subject who has resided in the Bombay Presidency for 
at least 10 years bcfore he has applied for membership. 
There are certain restrictions on membership which have 
been imposed in order to keep up the prestige of the Associa- 
tion. “Thus no person who is below the age of 21 is eligible. 
So also one who is engaged in some other profession and is 
not ready to give it up on being a member and one’ who | ts 
already a member of any rival Association in Bombay are not 
eligible to membership. A candidate who | seeks admission 
must be supported by two existing members of not less than 
5 years’ standing. In the London Stock Exchange, a candi- 
date must not only be recommended by three cxisting mem. 
bers called sureties, but cach of them must engage to pay 
£500 to the creditors of the candidate in case he is declared a 
defaulter within four years from the date of his admission. 
{f a candidate has served as a clerk in the Stock Exchange, or 
the settling room, for four years. with a minimum service in 
Stock Exchange of three ycars, two sureties only are required 
and they are liable tor only £300 each. In the London Stock 
Exchange, a candidate for membership rust seek admission 
through some cxisting member who is prepared to retire 
in his favour or from the representatives of a deceased mem- 
ber, the object of this regulation being to put a check on the 
number of members. In Bombay liowever the number of mem-- 
bers is fixed by a resolution of the Association from time to- 
time. The application for membership in Bombay is placed 
before the Board of Dircctors of the Association and it must 
be supported in the Board by a clear majority of three-fourths 
of the members before one is given a membership. Thus _ it 
seems alt first sight that Bombay Stock Exchange has greater 
degree of elasticity as to the number of members than that en- 
joyed by London; but it must be admitted that the London: 
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Stock Exchange alsu retains some elasticity in so far as there 
is a ule that if the number of, members 1s insufficient for the 
transaction of business, it may create a number of special 
rights of nomination and offer them for sale to members ot 
the Stock Exchange at a price not less than £2,000. ‘The 
entrance fee for a candidate in the Bombay Stock Exchange is 
Rs. 30,000 and the annual subscription only Rs. 5/-. The 
card of membership is entirely a personal right enjoyable 
exclusively by the person to whom it has been granted, and 
is not a part of his property or estate to be enjoyed by his 
successor. The use of the card is also exclusively restricted 
to the member and it cannot be transferred to somebody else, 
nor can it be assigned or let out or disposed of in any way. 
It is only the Board of Directors which has the exclusive 
right to dispose of or deal with the card in any way it thinks 
fit. Lhe members may carry on business as ‘single 
entrepreneurs, or partnership. But partnership is not 
allowed in all cases. It is allowed only when it 1s between 
members of the Stock Exchange or between a member and 
some of his nearest relatives who wish to carry on business 
not in his own name, but in that of the firm. In any case, 
the Board of Directors should be intimated Dbeforehand in 
order that it may issue wecessarv permission. Partnership 
in any other form is not permissible. 

A peep into the Stock Exchange transactions may be of 
interest. It is well-known that the business on the  Siock 
Exchange is transacted by members, known as Diokers. 
Only in the London Stock Exchange there are two types of 
members, jobbers and brokers, the former being the special- 
ists or wholesalers of the stock exchange. The brokers are 
however not specialists bui deal an all sorts of securities, 
although some of them may specialise in particular scrips. 
They are agents working on behalf of the members of the 
public, their main function being to carry out the orders 
of their clients in matters of purchase and sale of shares 
from and to the jobbers. Thus it is clear that the jobbers 
deal not with the members of the public but with brokers 
and other jobbers. Even the interest of these two classes of 
members differs. The jobbers are not agents but are dealing 
on their own account and ‘‘in a sense, dealing against the 
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public,” for in the Stock Exchange when the jobbers have 
shares to dispose of, it is to their interest to obtain the 
highest price; and when they are to purchase, they try to 
do so at cheapest price available. Not so in case of brokers. 
They are mere agents working on behalf of their clients and 
it is their duty vo sell dear and buy cheap for them. ‘Lhe 
necessity of jobbers in the London Stock Exchange is some- 
times disputed mamly on the ground that if other Stock 
Exchange can do without them, why not London. But that 
is no argument in favour of or against the institution. 
Suffice it to say here that the London Stock Exchange dealing 
as it does in a large variety of securities needs the services 
of specialists. Even in othe: Stock Exchanges, parucularly 
New York, the necessity for the services of the specialists 4s 
being felt in view of the growing extent of their business. 
The same however is not true of anv Stock Exchange in 
India; for the volume of business is neither so vast nor so 
varied as to call for the services of specialists fo1 many years 
to come. 

Sometimes for the purpose of share pushing some un- 
authorised persons or institutions begin to function, which 
is quite derogatory to the best imterests of the concern — as 
well as to that of the investors. These outside brokers and 
bucket shops, as these are called respectively, are not really 
authorised to work nor is their working legal. In England 
the abuses went so far that share hawking was declared 
illegal by the Companies Act of 1929. Of course, it should 
not be taken to) mean that the working of all outside 
brokers, though unauthorised, is injurious. ‘The thing is 
that the outside brokers are not the members of the Stock 
Exchange and when thev have to carry on transactions, they 
do so as clients of inside brokers. Usually they do—and it 
is in their interest also—legitimate and _— straightforward 
business with the public; but some of them carry on at 
different times in different places what are known as Bucket 
shops. ‘‘Under the guise of advertiser and guide on a 
‘quick and casy road to fortune, they will for their own gain 
allure overtrustful members of the public into the devious 
and uncertain paths of speculating with margins. In thread- 
ing these tangled tracks, the trustful ones are only too likely 
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to lose the money they take with them, and eventually come 
out into the open country of disillusionment wiser and 
sadder for their foolish ventures.” The Bucket shop prac- 
tices are not the same but vary according to circumstances. 
In England even ‘after they have been declared illegal in 
1929, they still persist. Kissan gives the following — illus- 
trations of the Bucket shop practices in his Investment in 
stocks and shares. One such clever scheme that has deluded 
many unwary speculators is to pose as a big adviser through 
bogus financial newspapers and = circulars. Having — thus 
gained some standing as honest advisers in the estimation of 
a large number of people, they then begin ‘to recommend 
worthless shares, often abusing the privileges of the Stock 
Exchange to create a ‘fictitious activity in the © shares at 
rising prices, while they were all the time unloading the 
shares on their dupes.” Another Bucket shop practice is 
the so-called ‘‘margin” system. The innocent speculator 1s 
invited to buy a certain share in the hope of a rise in its 
market price. ‘The full payment is not to be made: only the 
margin is demanded, say a margin of Is. per share. If the 
share fails by one shilling, more margin is demanded and if 
it is not paid, the transaction is closed, the speculator thereby 
lcsing Is. per share. With a fine show of integrity, the 
Bucket shop tries to convince the speculator that its prices 
can be verified from the official list of marking in the Stock 
Exchange. But that is nonsense in view of the fact that the 
price of a share fluctuates so many times in a single dav. 
and the price at which the Bucket shop pretends ‘to hive 
purchased a parucular scrip for the speculator is high if not 
the highest one. ‘The fact remains that the Bucket shop is 
not buying the shares for the speculator; he is merely piggling 
with figures and his interest is exactly opposite to that of the 
speculator. If the speculator is more shrewd to see a_ profit 
on his shares, the Bucket shop so manipulates affairs that 
difficulties are put in the way of his obtaining the profit in 
cash. In most such cases, he is induced to gamble with this 
as margin and to do so till the whole of it evaporates. 
Another Bucket shop practice is based on the instalment 
principle, the investor paying a certain amount at the outset 
and the rest over a-period of time by. instalments, interest 
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being charged on the unpaid balance. lt is natural that 
some of the investors at least would like to pay up the 
balance in exchange for shares they intend to purchase; but 
usually they are refused the possession of shares, exposing the 
fact that the bucket shop had not bought and had no inten- 
tion of buying the shares but was merely operating against 
the investor hoping to make a profit out of his losses. Legal 
action may however be taken; but it is often the underlings 
who have to bear the consequences. ‘The real principals 
having decamped beyond reach of the law by the time that 
the biow falls.” 

But all this is a mere digression. Still we have intro- 
‘duced the above paragraph in order to bring home ‘the fact 
that apart from the legitimate dealers, there are many illegiti- 
mate ones, though ad] the iliegitimate dealers are not mis- 
suiding and injurious. Yet since it is difficult to read into 
the intentions of anyone, it ts better to be forewarned and 
safer to deal with legitimate dealers, unless the illegitimate 
‘ones are personally known, or recommended by some inti- 
mate quarters. ‘Turning next to the actual transaction, the 
dealings on the Bombay Stock Exchange are of two types: 
ready and forward. The ready list contains the shares of 
banks and railway companies, etc. The forward list con- 
sists mainly of ordinary shares of industrial concerns. In 
every ready transaction, the seller myst deliver the shares on 
the seventh day after the date on which the transfer forms are 
submitted and the buyer imust accept and pay for them 
within the prescribed time. “The forward business is settled 
monthly. Of these seven days, the first one is Comparison 
Dav, when the contracts are coinpared, i.e., it is a day for 
issuing memorandum slips by the buying broker to the 
‘elling broker showing the number of shares outstanding to 
be taken delivery of. On the second day the lists are sub- 
mitted to the clearing house which at present is the Bank 
‘of India. For these services the Bank is annually paid a 
sum of Rs. 55,000. The clearing house is a common agent 
‘of the members in settling transactions between them by 
‘giving and taking delivery of securities and making and 
accepting payments for the same and clearing the difference. 
The clearing house .is however in no way responsible for the 
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genuineness or otherwise of the securities passing through its 
hands. But it is compulsory for all members to clear through 
the clearing house all forward bargains in such transactions 
as are required io be done by the Board of Directors. The 
third, fourth and fifth days are Days of Delivery of shares. 
On the third day, which is the first of delivery days, the 
Directors declare the making up price and buy in and sell 
out shares against defaulters. The fifth day is the last day 
to deliver the shares before 1 p.m. to clearing house. On 
this day, the differences are adjusted and market is closed 
for the business. The sixth day is the Pay Day when _pay- 
ment is to be made to the clearing house. On the seventh 
and eighth days the shares are received from the clearing 
house. 

The kind of business transacted in the Bombay Stock 
Exchange is speculative in nature. “Three types of speculators 
have been found operating—the bull, the bear and the. stag. 
The bull is a speculator who contracts to buy shares in the 
expectation of being able to sell them at a profit before the 
day of settlement. Thus his sole objective is not to receive 
shares but to receive the difference from a rise im prices over 
and above the purchase price. If his expectations be falsified, 
he suffers a loss, trom which he strives to get rid of bv 
having his account contangoed or carried over to the next 
account day, only paying the difference between the original 
purchase price and the contango rate. The bulls are very 
much active during boom period when they go on buying 
recklessly which in the end brings collapse. ‘Those bulls who 
have some sources of information regarding matters affecting 
market trend are the only ones most sure to make money on’ 
the Stock Exchange. The position of the other animal of the 
Stock Exchange, viz., bear, is just the reverse. He aims to 
make money by selling securities. He contracts to deliver 
them at,some future date at a price contracted for, and 
expects for a fall in price by that date so that by the time 
he is to give delivery, can purchase, if necessary, the securi- 
ties at a lower price and thus make profit from the difference. 
In fact, he sells what he does not possess in expectation of a 
fall in price, no exchange. of securities taking place at any 
stage. Only the figures are balanced. against each other and 
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profit or loss, as the case may be, paid over. The action and 
interaction of the bear and the bull on the Stock Exchange 
keep the prices of scrips steady. For, when there is too 
much buying by the buils, the prices soar high; in that case 
the largest scale selling by the bears in order to make profit 
by selling high produces an opposite effect. Just the reverse 
during a bear raid, when the action of the bulls keeps the 
prices from falling too low. 

We have already seen that when the expectations of the 
bull are falsified, he borrows money in order to be in a posi- 
tion toscomplv with his contract to purchase. The same is 
ture in case of the bear. In order to save himself from some 
falsified expectation, he ‘‘borrows,’” not money, but securities. 
‘These two borrowing operations have their effect on the con- 
tango rate. When the borrowing on the part of the bulls is 
excessive, contango rates are high; just the reverse when _ bor- 
rowing on the part of bears is excessive. Sometimes the place 
of the contango rate is occupied by what is known as ‘‘back- 
wardation” and it takes place when the supply of securities 
cannot cope with the demand for them. If the bul] wants 
the securities whose supply is inadequate, the seller will be 
prepared to give some consideration to the buyer. In case of 
the bear, the case is just the reverse. For here, when there 
is a preponderance of bears. they instead of receiving a con- 
tango rate will have to pay backwardation for not being able 


to supply the securities. 

The stag is however a mild animal, who applies for shares 
of a new concern or for some new government loans and ex- 
pects to make a profit by selling them out immediately at a 
‘premium. Since he applies for shares, no matter, whether he 
purchases them or not, his operation is inherently bullish in 
nature and if he receives ,an allotment, he strives to sell it 
out at a premium. If the calculations of the stag regarding 
premium are false, in that case he cannot make profit nor 
can he transfer the shares on another shoulder. If no allot- 
ment of shares is made in his favour, the stag neither gains 
nor loses. 

For the sake of coniparison, let us see how transactions 
are carried on in London Stock Exchange. In London Stock 
Exchange, settlement of all transactions that are not specifically 
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entered into for cash takes place twice 1 month. Each settle- 
ment takes four days which generally are first four week- 
days. The first day is contange day, the second -ticket or 
name-day, the third is intermediate day and the . fouth is 
account-day or pay-day. It is well-known that every purchase 
and sale on the stock exchange is a contract for next settle- 
ment. A bull has purchased securities which he never in- 
tends to take up and pay for; but if his expectations are falsi- 
fied, owing to inadequate rise in prices or an actual fall un 
them, he will sell the securities for the impending settlement 
and repurchase-them for the next, thereby reopening the bull 
operation for another fifteen days. Vhese two transactions 
—selling for one settlement and buying for the next—are 
the work of the contango day. In the case of the bear, the 
transactions on the contango day are the reverse in nature, viz., 
to buy back for the impending settlement and sell again for 
the next. As already noted, the second day is the name or 
ticket-day. Though the passing of names or tickets is a very 
complicated operation. yet it is greatly facilitated by the 
Clearing House or Settlement Department. We have already 
seen that on' the contango day many cf the transactions to be 
settled at the impending settlement are cancelled out; but 
yet there remain many transactions in| which securities are 
handed over by sellers to buyers in exchange for cash. But 
since these securities pass through manv hands during the 
account, it becomes extremely cumbrous if all the formalities 
of the settlement are adhered to. On the second and_ third 
days therefore these formalities are’ reduced by bringing ulti- 
mate buyers into touch with ultimate sellers. The fourth 
day is the account-day or pay-day, on which the buvers of 
securities must be prepared to pay for them as soon as they are 
delivered. If the securities are bearer securities, they should 
be in the broker’s hands on account-day. If however they are 
registered securities, some time is allowed in order to have the 
necessary transfer process performed. 

We have said more than once that the object of the specu- 
lator is not so much to purchase the securities as to earn a profit 
from price differences. Now, it may be asked, how these price 
differences arise? What are the factors that affect the move- 
ment of prices of securities? Vhey are very many and the 
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prices of securities are likely to fluctuate as a result of a 
change in any one or more than one of these factors. But 
it must be said, in brief, that all this is linked up with the 
psychology of price movements. ‘“The winds that play upon 
Stock Exchange markets are as varying and inconstant as those 
that blow upon the ocean. .... For days, barometrically 
speaking, the needle will point to ‘fair and trading on the 
floor of the ‘house’ will proceed along quiet and uneventful 
lines. This it will be easy to see is a desirable state of affairs 

. sooner or later, however, the cloud ‘little larger than 
a man’s hand’ appears to be followed before long by wind 
and storm. Even before members are quite aware of it, they 
are in the midst of a veritable squall.” The phenomena 
affecting price changes may be classified into two—normal and 
abnormal. Among the abnormal factors affecting the prices 
of securities, mention may be made of trade boom and 
slump, war, political troubles and other internal disturbances. 
It is a law of human psychology that people tend to buy 
when prices are rising, and sell when prices are falling. But 
that is not sound cnough. For, when prices are rising, anv 
increase in demand for securities would all the more accentuate 
the rise and if the rise be abnormal it is sure to collapse. 
Just the reverse in times of depression. So also when war, 
internal disturbance or political conflict is on the headline of 
the press, prices of securities show downward tendency. 
Among the normal factors affecting the prices of securities, we 
may mention favourable and unfavourable rumours, changes 
in the board of directors, changes in bank rate, declaration. 
of good dividends, issue or redemption of debentures, nature 
and extent of industrial and trade activity, etc., etc. Some- 
times the shares of different concerns are inter-related and 
changes in the price of one lead to changes in that 
of another. ‘‘The threat of international complications, 
industrial disturbances, such as strikes and lock-out, reported 
budget deficiencies and adverse profit returns, have the effect 
of causing stocks to depreciate in value. On the other hand, 
the prospects of cheaper money, bonus distributions, larger 
dividends, better trade conditions, and similar evidences of 
prosperity, react favourably on security values and it is true 
to say that every political and economic event throughout the 
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world which we see reported in the newspapers is also recorded, 
weighed, and estimated on the stock exchange and is reflected 
in the marking down or up of the securities affected.” (Hore 
and Carter: Investing Made Easy.) | 

Of all the factors affecting the prices of securities as 
mentioned in above paragraph, the importance of the bank 
rate is realised by very few persons. Yet it is one of the most 
important factors governing not only the prices of securities 
but also the investment itself. It is common experience that 
when bank rate is low, prices of stocks and shares tend to rise; 
for, with low bank rate, the propensity to invest increases. 
People borrow money from banks for purposes of investment 
and this naturally is followed by an increased demand _ for, 
and rise in the prices of, securities. Just the reverse when 
Bank rate is high. In this way, the propensity to invest is 
stabilised at a particular level of the Bank rate which, it may 
be said, is the position of equilibrium. 

Besides the ordinary dealing on the stock exchange, there 
are other transactions known as Option deals. Of course 
“Option business is prohibited,” by the Rules of the Native 
Share and Stock Brokers’ Association. Yet the underlying 
principle of the option deal is interesting to study. Be it 
noted however that option deal is quite common in the Pro- 
duce Exchanges of India. Since the underlying principle of 
option dcal in both the Exchanges is the same, let us illustrate 
it from what is to be found in the produce exchanges. 
The buyer of an option has to pay some money to secure an 
option to buy or scll during a specified period a specified 
quantity of produce (shares in case of Stock Exchange) at the 
current rate. The money is commonly known as Nazrana or 
Premium, “The party which takes the premium is known as 
the ‘eater’ (Khanewala or Khanar) and the party which pays 
the premium is known as the ‘applier’ (laganewala_ or lagan- 
dar). The buyer of a Teji-(call) option is a bull and if he 
finds that the price has not risen, he does not demand delivery 
of the preduce (share) purchased by him and foregoes the 
consideration moncy paid by him. The buyer of a mandi-(put) 
option, on the other hand, is a bear and if he finds that prices 
have not gone down, he keeps quiet and allows the premium 
paid by him to be forfeited. The buver of a Teji-Mandi 
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option secures the right te buy or sell as it suits him. The 
buyer of a double option is both a bull and a bear and he 
expects the market to fluctuate appreciably. 

Let .us illustrate option deals for the sake of preciseness. 
‘To take up Teji-option first. A pays to B Rs. 10/- for the 
right to declare himself the purchaser of a certain number of 
shares by a specified date at a price of say, Rs. 100/-: Suppose 
that during the currency of the transaction, price rises lo 
Rs. 103/-. A then declares that he will purchase at the agreed 
price of Rs. 100/- and B has no other alternative than either 
to give delivery at that price or pay Rs. 3/- to A. In any Case 
A recovers Rs. 3/- and loses Rs. 7. If the market .goes up 
above Rs. 110/-, the surplus is the profit of A. If the market 
remains stationary or declines, A dees not exercise his option 
and loses his premium. In case of a Mandi-option, A’ pays to 
B Rs. 10/- for the right to declare himself a seller by a specified 
date at a specified price of. say Rs. 100/-. If the marker 
falls to Rs. 95/- and if A decides to exercise his option to sell, 
B has cither to take delivery at Rs. 100/- or pay the difference, 
A thereby losing Rs. 5/-. If the market falls below Rs. 90, A 
is a gainer to the extent of the difference. The “Teji-Mandi- 
Options are merely a combination of two single options and 
work in the same way as mentioned above. the only difference 
being that in a double option, the operator buys the — right 
either to purchase or sell sc many of shares on a certain date at 
a certain price und he has to pay the premium twice, instead of 
once. To illustrate, A pays the premium for the right to declare 
himself either a seller. or a buyer, as may best suit him. 
Suppose A has paid to Ba sum of Rs. 20/ as premium on the 
basis of an agrced price of Rs. 100/- In this case A will gain 
only when priccs go above Rs. 120 or below Rs. 80. Any 
fluctuation between these two limits mav only reduce the loss 
of money paid as premium. How is this amount of premium 
determined?’ Obviously enough it depends onthe nature of the 
risk involved. Thus when market is stable, or when the option 
is a short term one, the premium will be smaller than when the 
market is unstable cr when the option is a long térm one. 

Enough has bech said regarding the functioning of the 
stock exchange. As already noted. the stock exchange transac- 
tions in India, in general. and in Bombay, in particular, are 
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notorious for their speculative character. In tact, it has been 
estimated that about 80 to 90 per cent. of the- business in 
Bonibay is speculative in character. “hus the stock exchange 
does not pertorm the genuine functions entrusted to it so far 
as this country is concerned. ‘The reason for. ihis is to be 
found in the situation prevailing after the commencement of 
the first great war. The war was accompanied by a boom and 
there was abnormal rise in prices all round. It started _ first 
from landed properiy and cotton and gradually affected the 
stock exchange scrips. The prices of shares of cotton mills, 
iron and steel and cement companies that were usually quoted 
on the Bombay Stock Exchange went higher and higher and 
the shares of new concerns began to be quoted at a high preimt- 
um. Corners became very frequent. Before we proceed 10 
examine what steps have been taken to combat the situation, 
it will not be out of place if we speak a word or two on the 
corner. .A corner is that condition of the stock exchange in 
which the supply is held by one operator or a clique cl opera- 
tors and in which the ether party has contracted to deliver to 
the operator or the clique what they can only obtain from the 
operator or the clique. ‘The situation is like this. More 
shares have been sold than are available for delivery on the 
setuement day. As the buyers insist on the delivery of shares, 
the demand for them goes up and prices rise without limit. 
But since the shares are controlled by the operator or the 
clique, the seller has to approach them and is compclled to 
pay any price dictated by them. ‘Vhe evil efkects of a corner 
are cumulative in nature. For when a corner occurs in a par- 
ticular scrip, the shortseller of that scrip is compelled to sell 
out other holdings thereby Icading to a depression in market 
conditions, which gradually envelops the whole market. This 
was the situation after first great war and dissatisfaction against 
the Bombay Native Share and Stock Brokers’ Association was 
widespread. Therefore, in September, 1923, the Bombay 
Stock Exchange Enquiry Committee was appointed ‘‘to en- 
quire into the constitution, government, Customs, practices, 
rules, regulations and methods of business of the Native Share 
and Stock .Brokers’ Association of Bombay, and to investigate 
any such complaint of the public,.and to make any such en- 
quiries with reference to anv of the aforesaid matters or any 
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other matter appertaining to the aforesaid Association as the 
Committee may deem proper and thereafter with a view to 
protecting the investing public against the interested or  irre- 
gular control of business to formulate such definite proposals 
for the future constitution, control, direction and regulation of 
the Association as the Committee may decm proper.” The 
majority report made several important recommendations. 
which however were not given effect to. The Asso- 
ciation accepted the minority report which did not 
improve the situation. Again in 1925 there was heavy 
speculation, to be followed by usual crisis. The — situa- 
tion became critical and the Government threatened with 
intervention, which came when the Bombay Securities Contrac- 
tors’ Control Bill became Bombay Act No. VILE of 1925. 
Under this law it became open tor any Stock Exchange to ap 
ply to Government for recognition and submit for approval 
rules for the regulation and contro! of transactions in  secuti- 
ties, other than ready delivery contracts and furnish other 
information. Further, every contract for the purchase and 
sale of securities other than a ready delivery contract was to be 
void, umess it was made subject to the above rules and that too. 
between members or through a member of a recognised stock 
exchange. Following upon the above legal provisions, the 
cbyect. of the Associauion was amended as __ follows: 
“The Association is established to support and protect the 
character and status of brokcrs and to further the interests of 
both brokers and the public dealing in Bombay in stock, shares. 
and like securities and in exchange to promote honourable 
practices, to discourage and to suppress malpractices, to settle: 
disputes amongst brckers, to decide all questions of usage, 
customs or courtesy in conducting brokerage business.” 
Another matter on which the Enquiry Committee, also: 
known as Atlay Committec, made reflections, was with regard 
to the prevalence of corners in Bombay Stock Exchange which 
is termed as ‘‘the most sinister manifestation of speculation 
in Bombay.” We have already seen how the Bombay Share: 
Bazar was vitiated owing to its prevalence since 1918 and how 
ii was cumulative in its character. ‘The measures adopted 
by the Beard of Directors were regarded as extremely inade- 
quate by the Atlay Committee; nay, it went so far as to 
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declare that these measures, instead of checking the growth of 
corners, have encouraged them. ‘The measures adopted by 
the Board were as follows: ‘The Board. passed rules which 
gave them power to interfere and fix rates in case of an exist- 
ing or prospective corner in ahy scrip dealt in on the Bombay 
Stock Exchange. Whenever the Board declared that a corner 
has come to exist in a particular scrip, forward dealings in 
that scrip were prohibited and all unsettled transactions had 
to be settled at a price determined by the Board. When the 
Atlay Committee suggested that the action of the Board en- 
couraged corners, the attack was directed against the price 
fixing regulations. The Bourd tried to justify its action on 
the ground that the rules were meant to protect the investing 
public and that if the Association did not do so, it would be a 
party to the circulation of falsehood. The Atlay Committee 
however did not see any force in these arguments. So far as 
the first justification is concerned, the Committee argued that 
the genuine investors do not speculate and that if they do so, 
they would suffer consequences. As regards the second justifi- 
cation, the Committec was of opinion that “Jt is not for the 
Association to control the prices of the securiules bought and 
sold in the market for which they provide facilities. It is not 
incumbent upon the Association to guarantee that the market 
price approximates to an intrinsic value which none can sug- 
gest a salistactory means of ascertaining. And if this principle 
be accepied, whenever the market price moves above or 
below a price deemcd for the tine being to be intrinsic value, 
the Committee are party to the circulation of a lie. The ab- 
surdity of this contention needs no demonstration.” What- 
ever that may be, it cannot be denied that corners in Bombay 
Stock Exchange are created by the activities of the bears and 
that, as the Atlay Committee suggcsted, the rules framed by 
the Board of Directors encourage the activity of the bears to 
an unusual extent because the price fixing regulation limited 
the amount of their loss. In order to prevent this. bear raid, 
‘a new Rule 188 has been framed which runs as follows: In 
case of bear raids or when prices of stocks and shares are un- 
duly depressed in a crisis as a result of reckless short sales, the 
Board may, by a resolution of not less than one-half of the 
total number of members of the Board, at a special meeting at 
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which not less than three-fourths of the total number @ shall 
have been present, suspend all forward business for such time 
as the Board may decide. All transactions before the date of 
suspension shall be concluded by delivery and payment us 
usual on the settlement date, unless the Board by a Resolution 
passed in like manner extends the time for payment of the said 
shares io the next settlement, or if necessary to the following 
settlement, and at the same time suspends the selling out rule 
with respect to all unsettled contracts in such scrip. The 
liabilities of such intermediaries shall continue during such 
suspens'‘on. 

Various other suggestions were put forward before the 
Aulay Committee with a view to check speculation. One sug- 
gestion was that speculaticn should altogether be checked, 
while another suggestion favoured cash transactions as in 
Calcutta and a third was in favour of lowering the high deno 
minations of ‘shares of the companies on the forward list. These 
were rightly regarded by the Atlay Committee as mere pallia- 
lives. According to the Committee the best remedy for corners 
was that the short seNers should, in the absence of fraud, be 
left to pay the penalty— that ‘‘all contracts entered into for the 
sale or purchase of shares must be fulfilled by the delivery 
of the shares or by payment of the purchase price. And if he 
who has sold shares cannot, on the day of settlement, deliver 
the shares which he has sold, he must. submit to the ordinary 
procedure of the Exchange, whercby the shares are bought in 
against him in the open market, unless he can prove to the 
complete satisfaction of the Committee that he has been the 
victim of fraud.” 

Another- investigation into the affairs of the Bombay Stock 
Exchange was made by the Bombay Stock Exchange Enquiry 
Committee, also known as the Morrison Committee, in 1936. 
The terms of reference were that the Committee was to in- 
vestigate and report on the organisation and methods of the 
working of the Bombay Share Bazar and to consider whether 
any modifications are desirable in the interest of the investing 
public and to make recommendations. The Committee -sub- 
mitted its unanimous report in which it recommended various 
measures to check speculation. In the first place, it récom- 
mended the limitation of the powers of ie directors and 
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increase in the powers of the Government. Thus the directors 
were given only, the following powers of interruption in’ the 
natural course of business: (a) Power to suspend the buying 
in rule with the previous consent of the Government; (b) Power 
to suspend short selling with the previous consent of the Gov- 
ernment; and (c) power to close the market for 24 hours and 
even for a longer pericd with the previous consent of the Gov- 
ernment. Secondly, the Committee proposed a system of 
margins for carrying over a transaction. The fixing of the 
actual marginal proportion was to be determined by’ the 
Exchange in consultation with the Government, but it’ was 
hinted by the Committee that a percentage of 10 p.c. or 15 p.c. 
on the initial bargain price might meet the case, or if it was 
not possible to introduce a system of margins, the settlements 
should be made fortnightly, as is the practice in .London. 
Thirdly, the capital sum involvcd in each transaction should 
be stated clearly on the contract note so that the speculator 
may know exactly the extent of his obligation. It has also 
been suggested by the Committce that the rules in regard to 
defaulters must be strengthened in the following lines: (a) any 
compromise to avoid defauit should be prohibited; (b) a 
defaulter’s property outside the stock exchange must be made 
available to the association for the benefit of his creditors; and 
(c) a defaulter should never be admitted as a member if his 
default ts due to his speculation. Be it noted that under the 
new Rules and Regulations of the Bombay Stock Exchange 
sanctioned by the Government, the Board of Dircctors is, save 
as otherwise provided in the Rules, prohibited from fixing 
prices at which shares shall or shall not be bought and sold, 
and from fixing rates at which or above which or below which 
sales or purchases in shares shall or shall not be made. Under 
the Rules the Board may intervene only when such interven- 
tion is necessary for public interest when a_ particular scrip 
‘has been cornered by an operatoi or syndicate, and cannot be 
‘obtained for delivery cxcept at prices arbitrarily dictated. The 
Board may also intervene when they are satisfied that there is a 
fraud connected with dealings in the scrip. When the Board 
intervenes, it fixes the price in the manner prescribed in the 
rules and all unsettled contracts in the scrip must be finally 
settled and concluded at this price. Any intervention by the 
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Board must be recorded, along with circumstances and reasons 
for intervention, in the proceedings of the Board and a copy 
of the minutes must be forwarded to the Government of 
Bombay. 


Need for Investment Trust. 


‘The inadequacy and speculative character of the stock 
exchange transactions in this country have been _ sufficiently 
emphasizcd in the above section. Even when the stock ex- 
changes direct the flow of capital to industry by providing a 
market for the purchase and sale of recognised stocks, shares 
and debentures, they only touch a small proportion of the 
savers directly, particularly so in India where investment is 
restricted to a small class of urban savers. This is not all. Jn 
this country there are no such institutions as investment banks 
or investment trusts. “he present banking system, with its 
conservative outlook, is utterly unsuited for the purpose nor do 
the banks tender advice to their clients about investments, for 
if they do so, they feel themselves to be morally responsible if 
the investment proves unprofitable. Money lending, however, 
absorbs a considerable proportion of small savings; but although 
since the passing of Moneylenders Acts in some provinces, this 
flow has to some exteni dried out, yet the new course of 
small savings is not so much towards industrial investment as 
towards investment in government loans of smaller denomina- 
tion and in gold and silver. It is essential that these small 
savings should be pooled together through some specialised 
organ'sation and directed into fruitful channels. The resources 
of small savers are neither sufficient nor is their -informa- 
tion adequate so as to enable them to have a diversified invest- 
ment with their small savings. Hence the need for investment 
trust, particularly at this stage when small savings have multi- 
plied, which, if not done, would lead to their waste. 

Not only does the investment trust facilitate investment 
by small savers but i€ also enables the small savings pooled 
together to be invested in such a way that the risk involved 
may be the least. It is well-known that the underlying feature 
of modern business is the assumption of risk which is too large 
and too varied for the small investor to shoulder. But where 
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investment takes place through specialiscd institution, there is. 
every possibility ot this risk being reduced to the minimum. 
The underlying feature of the investment trust organisation 
is this: It issues shares or bonds for sale among the pros- 
pective investors. With the proceeds that they get in this way, 
they purchase an assortment of securities in various companies, 
not for control, but only for investment. Out of the interest 
and dividends received, they pay interest and dividends on their 
own securities. The success of an investment trust depends 
on whether the directorate consists of fully qualified men of 
undoubted standing and repute in the financial world or not. 

Before taking up a closer study of investment trust, it 
must be noted that the investment trust is not the same organi- 
sation as investment banker. For, the investment banker buys 
securities primarily for sale. If the selection is wrong, the tn- 
vestment banker suffers in good-will. For, the payment of 
dividend or otherwise will not go to the investment banker, 
but to the holder of the securimies. Not so in case of invest- 
ment trust. For ihe invesunent trust purchases securities not 
for transfer but for holding them, any profit or loss being. 
borne by the trust organisation. All questions of purchase, 
transfer and sale of securities arc to be decided by the dircc- 
tors, of course, sometimes within the prescribed limit. But, 
even in this case, within the limit they have their discretion. 
It is of course true that if the investment trust makes a proht, 
it will add not to the personal benefit of the directors but to: 
that of the shareholders of the investment trust, but even then 
it must be admitted that the relation of shareholders is an 
indirect one, while that of the investment trust: ws-a-vis the 
concerns in which it has invested is a direct one. Not so in 
case Of investment banker. It tcilows as a corollary from this 
that while the investment banker is always on the alert to 
protect its own interests, the investment banker's interest being 
remote, he is less cautious and his sole interest lies in passing 
the securities over to somebody else. : 

The organisation ol investment trust is not of the same 
type, but different from country to country and even within 
the same country. Roughly speaking, investment trusts are of 
two types—fixed and discretionary. The fixed trust is an 
American institution but is not unknown in Europe. It is 
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also known as unit trust. The underlying principle of a fixed 
trust is that the securities in which trust funds are invested are 
hxed in advance by the promoters and no change can be eftected 
“in them for a pre-determined period of time, except in case of 
recapitalisation, consolidation, reorganisation or sale of the pro- 
perty of any of the companies. With additional funds coming 
in its hands, the trust may purchase additional securities, 
but cannot sell, and substitution is allowed only in extreme 
cases. ‘The fixed trust is not an incorporated company but 
only regulated by a trust déed and the cost of operating such 
trust is small. Investments by a fixed trust are represented by 
units and sub-units. Thus it may be laid down in the trust 
deed that each unit shall represent so many ordinary shares of 
each of the different companies permitted. To suit the smaller 
investors, each unit is divided into sub-units. ‘The chief ad- 
vantage enjoyed by this type of investment trust is that specu- 
lation is minimised; but at the same time it must be admitted 
that since the hands of the management are tied, opportuni- 
ties for investinent in promising new concerns are: minimised. 
For, while the directors of the British investment trust, also 
known as management trusi, can vary the trust's securities it 
will according as the opportunity presents itself, the fixed 
trust can only do so in specified circumstances, distributing the 
proceeds amongst the holders of units and sub-units. 

A management trust, as distinguishcd from the fixed trust, 
gives the management wide powers so as to enable them to 
keep on their portfolio at all time those securities which are 
the best so far as income from them as well as capital appre- 
ciation is concerned. This is the English type and is charac- 
terised by the following features. The management trust is 
financed by issuing shares, divided into fairly well divided 
groups. The funds thus pooled together are then invested 
in varied sccurities, bearing in mind the principle of  distri- 
buting eggs in different baskets. The sclection of the securi- 
ties is the task of the management. Once selected, its func- 
tion is not over but it has to keep continuous supervision on 
the investment and has to strive in all respects so as to increase 
the income of the investors. It must however be remembered 
that the management or discretionary trust has nothing’ to do 
with the management and control of the concerns in which it 
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has invested its funds. he portfolios of British investment 
trusts generally contain securities of sevcral hundred different 
concerns. This is not enough for securing diversification. 
“Diversification is assured only when defirfite attention 1s 
given to restricting investment in any one security, a single 
industry, or a related group of industries or a circumscribed 
geographical area.” If everything is invested in different con- 
cerns in a single industry 01 in different lines in a particular 
locality, that is no diversification. ‘The importance of this 
aspect of diversification is most often neglected in America, 
and some investment trusts have gone so far as to limit the 
purchase of securities to a single industry or even to a single 
corporation. The same however cannot be said of invest- 
ment trusts in Britain. 

 .It is interesting to note that the difference between the 
above two types is one of the degree of confidence reposed in 
the management. The fixed trust is built on distrust and 
suspicion. “The aim of the discretionary trust is to select best 
men for management and to entrust them with the money 
of the savers sa that it may be utilised to their best interests. 
Both these types go to extremes and therefore a wa-media has 
been discovered in Limited Management Trust, which, while 
attempting to relieve the fixed trust of rigidity, does not allow 
wide discretion to. the Management as is done in case of a dis- 
cretionary trust. The type is also known as “supervised” 
trust. The nced for investment trust in India has already been 
emphasized. It must be admitted that they are almost non- 
existent and do not touch even a fringe of the problem. So 
far the following trusts are found operating in this country 
with the following objects. 





Investment Trusts. Object. 





1. Bird Investments, To invest monies subscribed by the 

Ltd. shareholders in the shares and debentures 
of companies particularly those connect- 
ed with business and industries in which 
the firm of Bird & Co. and F. -W. Heilgers 
& Co. are interested. “he Company also 
transacts business in general investment, 
guarantee, loans and underwriting. 
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Investment Trusts. 


2. General —_ Invest- 


ment and Trust 
Co., Ltd. 


3. Industrial Invest- 


ment Trust, Ltd. 


. Investment, and 
Finance Co., Ltd. 


New India Invest- 
ment Corpora- 
tion, Ltd. 


Star Trading and 
Investment, Ltd. 


Object. 


Io invest monies subscribed by the 
shareholders in the shares of carefully 
selected companies and in the securities 
of the Government of India or Municipal 
or Port Trust debentures and to transact 
business as capitalists & financial and 
monetary agents. It also carries on the 
business of Guarantee Company. 


To invest monies subscribed by the 
shareholders in the shares of carefully 
selected companies. 


‘To invest in shares of carefully selected 
companies, also in securities issued by ‘the 
Government of India, “Provincial Gov- 
ernments, Municipal and Port Trust 
debentures. “They also have power to act 
as a Guarantee Company and as capital- 
ists, Financial and/or monetary agents. 


To invest monies subscribed by the 
shareholders in carefully selected com- 
panies and to transact business as capital- 
ists and financial and monetary agents. 
It «also undertakes underwriting and 
guarantee business. 


Concerned principally with the invest- 
ment of funds in the purchase and on 
mortgage of immovable properties and in. 
the purchase of Government and Muni- 
cipal securities and in stocks and shares 
of public companies. 
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Investment Trusts. Object. ; 
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7. Associated Fi- Departments of Business: — 

nance and Invest- (1) Investment Consultants, Company 

ment Corporation promoters, underwriters, dealers and 

(Private), Ltd. brokers of stocks and shares, (2) short term 
advancing for business transactions, direct 
business enterprise, (3) Managing Agents 
of joint-stock concerns, Representatives 
of manufacturers; (4) House building and 
general construction. Only first two of 
the above functions taken up so far. 


8. Hindusthan In- To invest the funds of the Company 
vestment and in shares and securities of carefully select- 
Financial Trust, ed companics and to carry on business 
Ltd. as a General Investment Trust Company. 


So far as is known, the above is an exhaustive list of in- 
vestment trusts operating in India. Some of them have _ res- 
tricted their activities to serving concerns under a_ particular 
managing agency, while others are quite new in the field. 
Most of them have, as their object, the investment of funds in 
Government, Municipal and Vort Trust Securities, and not 
industrial ones, which though important from the standpoint 
of the small investors and the investment trust organisation 
itself is of little use so far as industrial investment is concerned. 
Leaving aside these, there are no institutions, properly speak- 
ing, to sponsor the sale of shares and debentures to the public. 
Some of:the investment trusts have got underwriting function 
as their objective, but this function is not of much importance 
in view of the fact that the managing agents supply all neces- 
sary finance when they start any enterprise. When new issues 
are underwritten, this is done practically by | stock-broking 
firms only. In Bengal there have been-a few cases in recent 
years where reputed  stock-brokers have underwritten the 
shares of companies. Thus, for instance. Messrs. Place, Sid- 
dons & Gough underwrote a large block of shares of the 
Indian Malleable Castings, Ltd., Rohtas Industries, Ltd., and 
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the Rammugger Cane & Sugar Co., Ltd.; Messrs. Stewart & Co. 
and Narayandas Khandelwat & Co. underwrote the entire pub- 
lic issue of the Calcutta Sate Deposit Co., Ltd. (c.f. B. C. Ghosh. 
A Study of the Indian Money Market). Owing to the lack 
of adequate investing organisations and where finances are 
not provided by Managing Agents, the new concerns have to 
depend on public issues of shares and debentures. The un- 
popularity of debentures in this country is too wellknown to 
need repetition. The’ shares of the new concerns have there- 
fore to depend on the mercy of the public who, in their turn, 
have no guide to advise them to direct the flow of their savings 
in desired channels.’ Among the other investment intermedia- 
ries, mention may be made of insurance companies. But it is 
peculiar that the securities held are most Government and 
semi-Government ones. The following table shows the per- 
centage analysis of assets of Indian Life Insurance Companies. 





Year. India Govt. Port ‘Trust, Shares in Miscel- 
Securities Improvement Indian laneous 
& ‘Trust and Cos. 
Indian Staics = Municipal 
Securities. Securities. 
1914 59-15 16-038 1-77 23-0 
1919 59-71 14-64 2-44 23-2} 
1925 53-51 17-28 3-34 25-87 
1930 41-34 14-88 2-74 41-04 
193] 51-61 14-01 4.15 30-25 
1935 50-91 10-52 6-20 32-37 
1938 52-81 9.06 7-08 31-05 — 
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Some of the insurance concerns have in their holding a 
large number of industrial shares, ‘“‘but the reason for oppos- 
ing investment .in shares is that if the stock holdings were 
small, the investment was at the mercy of stock-holders while 
if the stock investments were larger there was temptation to 
secure full control, with the result that the company pur- 
chasing stock was thus led into active participation in enter- 
prises quite foreign to the purpose for which it was chartered. 
Further, if we note the fact that insurance business has only 
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affected a microscopic section of the Indian population, the 
inadequacy of these investment intermediaries becomes all the 
more apparent. The broad conclusion arrived at is therefore 
that neither the investment trusts nor the insurance com- 
panies in this country have rendered any appreciable service 
in matters of industrial investment, that the propensity to save 
and invest is therefore so low and that there is a huge wastage 
of small savings that may arise from time to time. If  pro- 
pensity to save and invest is to increase and if India is to make 
progress in the field of industrialism—which she should do. 
if possible, in her self-interest—then mere dependence on big 
savings and utter disregard for the smaller ones should be 
regarded as suicidal. As a first step towards industriatisin, all 
the national resources, ot which small savings constitute a lot, 
should at once be mobilised by the organisation of suitable 
institutions for the purpose. 

Finally mention may be made of an experiment carried 
on in Bengal through the organisation of the Industrial 
Credit Syndicate. established in 1937 at the. instance of — the 
Government of Bengal for supplying long term  tinance to 
small industr.e; to be started by persons, in particular 
ex-detenus, trained under the Unemployment Relief Scheme. 
The Government offered certain special facilities in order to 
enable the syndicate to make long term advances. But even 
then the experiment was not much of a success, partly because 
of the conservative policy and partly because of clash with the 
Government. The terms offered by the Government indicate 
that the Syndicate is expected to advance loans upto about 
Rs. 10 lakhs whereas the amount actually advanced was even 
less than a lakh. Early in 1942 the agreement between the 
Syndicate and the Government came to an end because the 
Syndicate had at a meeting of its shareholders cffected a vital 
change in the under-writing clause of its Articles of Associa- 
tion without prior consultation with, or with the approval of 
the Government. Be it noted that sound investment does not 
depend on over-cautiousness, but on a careful selection of con- 


cerns in which to invest. Over-cautiousness at times stands in the 
wav of progress. 


‘1.B.—25 


CHAPTER XII 
CORPORATION FINANCE AND ALLIED PROBLEMS. 


Capitalisation. 


‘Lhe question of capitalisation is one of the most vexed 
questions of Corporation Finance. For while it has been con- 
sidered that a fair capitalisation is beneficial to the interests of 
the concern, both over-capitalisation and under-capitalisation 
have been viewed with grave concern, not only from the stand- 
point of the concern itself but also from that of the public 
and of the bigger interests of the community. In general, 
however, excessive capitalisation is more frequent a feature of 
Corporations than under-capitalisation in advanced industria- 
lised countries and there is a general betief that many of the 
most serious evils of our economic life are traceable to this 
factor. From the standpoint of the Corporation itself, over- 
capitalisation brings down the ciedit-standing of the concern. 
‘“The weakened condition of the Corporation’s credit makes 
difficult the raising of new capital. To offset this weakness, 
maintenance is starved, depreciation charges, if any are made, 
are reduced, and other artificial means are used to inflate net 
earnings in order to make a better showing for the Corpora- 
tion. Even unearned and unwise dividends are used at times 
peneneaaees to revive the credit-standing.” From the standpoint 
of the share-holders, stock-watering is equally undesirable. 
For, the issue of securities for which no cash equivalent has 
been received results in the sale of a large amount of worthless 
securities to the uninstructed public, who may have taken 
them only to find them decline catastrophically in value or 
to find no customer for them except at a very poor price 
Thus ‘‘watered stock is subject to market manipulation.” 
From, the standpoint of the community at large also, over- 
capital*sation leads to the payment of dividend on the 
watered stock, thereby raising the prices of the products sup- 
plied by the concern. For, this dividend on the watered stock 
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also becomes a part of cost. On an honest capitalisation, 
much lower price is more than enough. 


What: is over-capitalisation and how does it take place? 
But in order to know this, we must know what constitutes a 
fair capitalisation. Be it noted however that a slight degree 
of over-capitalisation is often impercepuble. Only when it 
exceeds a certain limit, it can be properly detected and unless 
adequate measures are taken, it becomes a fruitful cause of 
much serious evils in economic life. In the words of Mead, ‘a 
cempany is only ‘properly’ capitalised when the par value of 
its securities outstanding is equivalent to, their market value,” 
any position of difference between the two revealing either 
over-capitalisation or under capitalisation, “Thus when the 
par valuc of a share exceeds the market value, the position is 
one of over-capitalisation. “Vo take a concrete case, if a share 
worth Rs. 200/- sells at Rs. 150/-, then its capitalisation 
is Rs. 200.000/-, let ous say, but the sclling value of the 
shares, ‘‘the tokens and symbols of its capitalisation” is only 
Rs. 1.50,000/-, the extent of over-capitalisation being 25 per 
cent. Over-capitalisation ino this sense is not an uncommon 
feature in this country. 


There ts a second sense in which ovei-capitalisation takeés 
place. Bricfly speaking, it originates from under-capitalisa- 
tron and is to be found widely prevailing in this country. 
For, when a concern is under-capitalised, it has to depend on 
outside sources for finances, which means borrowing in some 
way or other. This imposes a permanent burden on the 
concern and the interest of the share-holders suffers in so far 
as they cannot get adequate return on their investment. Nor 
ts it possible for most of these concerns to make — provision, 
after mecting ‘permanent financial obligations, for  depre- 
ciation fund, reserve against contingencies, etc. The result 
is that the value of the shares suffers in the market. From 
this standpoint over-capitalisation in) the second sense may 
He regarded as a mere corollary of the first. It is interesting 
to note how many concerns in this country are under-capitalis- 
éd;’ thereby causing over-capitalisation in the second. sense. 
The following figures showing increase, decrease, or both, of 
capitaf of different concerns in various fields. of business will 
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show to what extent Indian concerns are over-capitaliséd or. 
under capitalised. 


Nature of business Number of Number of Number of 





concerns concerns concerns 
increasing reducing both in- 
capital (im-- capital (im- creasing and 
plies under- = p.ies_ over- reducing 
capitalisation.) capitalisation.) capital. 
Banking 7 2 — 
Coal Industry il 9 l 
Cotton Industry 21 6 3 
Jute Industry 20 5 — 
Tea Gardens 4} | 6 4 
Sugar Industry 15 a ‘| 
Engineering 8 4 6 
Insurance 2 2 — 
Miscellaneous 31 }2 4 





It will be seen that so many concerns were under-capitalis- 
ed which ultimately brought into existence the evils of under- 
capitalisation. When the concern is under-capitalised and the 
profit-earning capacity of a concern limited, the shares suffer 
and they market price goes below the par value. 

There is a third sense in which over-capitalisation may 
take place. Over-capitalisation is said to exist when the paid- 
up capital in a concern is much in excess of that which is re- 
quired for meeting its financial plan. I[t generally happens 
that in boom period the capital strength of a concern increas- 
es much more than the increase in productive equipment. 
Even when there is extension in productive machinery during 
boom period, it takes place at a very high price; and when the 
boom is over, the actual value of the fixed assets becomes 
much less than the original purchase price and there arises 
the necessity of reconstruction of capital structure. The 
cotton industry of Bombay showed an_ over-capitalisation of 
this nature; although it was not quite unknown in other in- 
dustries as well.\| Thus in Bombay while the paid-up capital 
increased, during boom period, by Rs. 23,85,56,62/- or 196.0 
per cent.. the number of spindles increased by 138918 or 
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36.8 per cent. and of looms by 2980 or 61.9 per cent. ‘Vhus it 
is clear that the Bombay industries presented ‘‘both aspects of 
over-investment in a boom period, i.¢., capitalisation at inflat- 
ed vaiues and extensions at the high prices which prevail in 
such a period.” ‘The result was that industries in Bombay 
were very much depressed. Since 1925, much had been done 
for improving the situation and by the time the Tariff Board 
(1932). on Cotton Textiles reported, eleven mills had reduced 
their capital from Rs. 8.82 crores to Rs. 4.6 crores; eleven 
more mills, which had undergone reconstruction or sale to 
new concerns, had incidentally reduced their capital from 
Rs. 2.52 crores to Rs. 1.30 crores and six more companies with 
a capital of Rs. 1.46 crores were either in liquidation or had 
been dismantled. ‘Thus the paid-up capital of 68 mills in 
1931 stood at ls. 13.18 crores as compared with Rs. 18.96 
crores, the paid-up capital of 77 mills in 1926. The conse- 
quence of this 1eorganisation was, in the words of the Bombav 
Mill-owners’ Representation to the Variff Board (1932), ‘that 
the disastrous inflation which tcok place in’ every industry 
throughout the world during the hectic days of the boom 
which followed the conclusion of the war did not overwhelm 
the Indian ‘Textile industry to the extent of permanently 
crippling it.” Or, again. 2 company whose capital was originally 
not necessarily excessive in relation to the value of its assets may 
become over-capitalised, if, owing to a dechine in demand, its 
productive capacity comes to exceed its need or if its assets are 
diminished as a result of losses incurred or through  deprecia- 
tion in value due to obsolescence, etc. In the first sense, it 1s 
well-known that some of our industries have already exceeded 
the extent of internal demand, in their productive capacity, 
in normal years. ‘This is the case of jute. sugar and textile 
industries. Of course, there is no decline in demand; but if 
the relation between demand and productive capacity be con- 
sidered the latter has certainly exceeded the former, unless 
‘some external outlet be found for our products. And 
so far as over-capitalisation in the sense of loss or 
depreciation of assets is concerned, this is a feature 
in many units in the old established industries. Even 
in case of those which have come into existence during 
the inter-war period, many suffer either due to obsolescence or 
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depreciation owing to excessive working during war years. 
If however no rationalisationi measures are adopted nor any 
financial adjustment is made in these cases, owing to the decline 
in the value of these assets, many of these units will become 
over-cap. talised. : | 

There is another sense in which over-capitalisation may 
be used. It may be due to the fact that the properties of the 
business concern have been purchased or built up at too high 
a price or too much has been spent in meeting preliminary 
expenses. Or it may be due to a heavy and permanent fall in 
prices, thereby reducing the value of the properties to a much 
lower figure than that written in the books of the company. 
This feature is also very common in India. Many a concern 
starts with top heavy administration and too much expenses 
in promotion, thereby incurring a permanent financial obliga- 
tion. If everything is done according to a preconceived plan. 
over-capitalisation in this sense may be avoided. 

Finally, over-capitalisation may be used to mean stock 
watering or capitalisation of carnings. Suppose a company 
pays 25 p.c. on its shares. As a resuit of these large dividends, 
the shares of that company offer greater attraction, the demand 
for them increases and consequently the price of shares of that 
company goes up from, say, Rs. 100/- to Rs. 250;-. The com- 
pany is under-capitalised and it is to the yiterest of the manage- 
ment to water the stock in such u way that the dividend does 
not remain 25 p.c. but comes down to, say, 10 p.c. ‘This can be 
done by raising the number of shares from, say, 10,000 to 
25,000, and on this capitalisation, the dividend per cent will be 
10. But these shares will have to be issued in the form of 
Bonus shares, without taking any money in cxchange for them. 
For, “water includes a‘l that is put into the property except 
actual money.” Another method of stock watering is to 
increase the nominal value of the shares from Rs. 100 to 
Rs. 250, in the above case, thereby reducing dividend rate 
from 25 p.c. to 10 p.c. Stock water'ng as a remedial measure 
against under-capitalisation is beneficial to the interest of the 
concern.. The object of such fictitious additions to capital 
‘stock may be either to secure profit by selling new stocks to 
investors or to conceal regular profits of an undertaking by 
reducing the nominal rate of dividend. Bui then too much 
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stock watering, as is sometimes done by the management in its 
selfish interest is very harmful. For, on the one hand, it facti- 
litates the ‘‘wholesale swindiing of the investing public,” 
which believes that the nominal value of a share has some 
relation to the market value, which in actual fact may not 
exist; and on the other hand, excessive over-capitalisation 
encourages mismanagement in suo far as “high dividends even 
out of capital are decfared in order to please the sharcho'ders 
and maintain the prestige of the concern in public estimation. 
Whatever may be the cause of over-capitalisation, its 
effects are harmful to the interest of business. Let us first of 
all consider the effect of over-capitalisation on some items of 
cost, ¢.g., costs of materials, overhead expenses and wages. So 
far as the cost of materials is concerned, it is generally affected 
the least, except when over-capitalisation has been very great, 
leading to financial stringency and consequent difficulty of 
purchase on good tcrms on the part of the concern. But the 
effects of over-capitalisation on overhead expenses are direct. 
To take one simp‘e instance, it the assets of the concern are 
written up to boom values. then, in a period of slump, if the 
amount set aside for depreciation, which maintains a certain 
proportion with the valuc of the assets, continues to be based 
on their inflated value, that represents a greater item in costs 
and although this money remains in the funds of the company, 
yet so far as the cost of production of each unit of the product is 
concerned, it goes up and hence hampers the competitive 
efficiency of the concern. If however the assets are not over- 
capitalised but cnly the goodwill, in that case the effect 1s. 
insignificant. Thus the net effect of over-capitalisation on 
cost is that the latter is increased, with the result that the 
Management strives to reduce it, on the whole, by striking on 
the weakest cost item, viz., labour cost or wages. In_countries 
where rates of wages are generally fixed for the industry as a 
whole as a result of negotiation between enployen” ASOCTION 
and trade unions, it is very difficult to reduce wages and the 
particular unit in the industry which is over capitalised con- 
tinues to suffer. But _in_ those countries, as in ours, where 
labour is least organised, the ultimate effect of over-capitale 
sation may present itself as wage-cuts, with consequent 
jabour troubles. a feature in the late twenties in the 
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cotton. textile industry in Bombay which was suffering from 


we 


_over-capitalisation. What will be the effect of over-capitalisa- 


whem we 


tion on prices? . Naturally, it will increase prices, particularly 
when a concern happens to be. in a-monopolistic position. But 
in case of competition, the over-capitalised concern makes 
smaller profit or no profit or even may incur loss. The extent 
of the reduced profit or increased loss depends on the capital 
structure, according as the company is mainly dependent on 
share capital or on loans and debentures. In the latter case, 
since interest on loans and debentures constitute a permanent 
item in cost the position of the concern becomes all the more 
helpless, and the concern may be forced to liquidation. The 
general evil effects of over-capitalisation are tremendous. 
They not only result in a lowering of profits and hence of 
dividends, but also lead towards diminution of working 
capital because of the inability of the concern to save any 
part of its profits, and to a change in ‘‘the minds and _ policy 
of the men who run the business,” for ‘‘they have not freedom 
in making new departures, in taking risks in undertaking 
business which will absorb further working capital; they have 
not the confident self-reliance which success brings.” 

But a feature of greater importance in Indian business is 
Not over-capitalisation but under-capitalisation from which 
many a cdncern suffers. The above table shows the position 
clearly. Of all industries, the most affected is Yea; next to 
that, in order of place being Jute, Cotton, Sugar, Coal, 
Engineering, Banking and Insurance. . In fact, it will be no 
exaggeration if we say that many of these concerns pursue 
under-capitalisation as a definite policy with a view to in- 
crease the rate of return by limiting the share capital, a 
peculiar feature of Indian business. Most authorities on 
Corporation finance have favoured financing by share capital. 
In the words of Mead, ‘‘From the standpoint of the advantage 
of the Corporation, the choice between bonds and stocks has 
generally favoured stocks. A company without debt is a com 
pany that is solvent and solvency is the principal thing. 
Modern industry, no matter how well protected by supposed 
monopolistic advantages, is subject to such _ revolutionary 
changes in methods and markets that the introduction of fixed 
“anterest obligations which carry sinking funds as well,— 
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another form of fhxed charge—should, if possible, and in the 
absence of weighty advantages in the contrary policy, be 
avoided.” In India, however, as already noted, the position 
is different. 

This peculiar method of Corporation finance originated 
first in the cotton industry. We have seen above that in 
some centres, e.g., Ahmedabad, it was very easy to obtain 
public deposits at a very low interest. It was therefore quite 
convenient for the industrialist to pool together 1esources 
from different persons. It is this factor that stood in the way 
of popularisation of shares and debentures. The shares that 
were issued were purposcly restricted, first because the manage- 
ment did not like to offcr high return on investments by the 
members of the public, particularly so when enormous deposits 
were forthcoming at a nominal rate of interest and second 
because the management wanted to retain most or as many of 
the shares as possible in the hands of its own people which 
becomes impossible if too many shares are issued. It is this 
peculiar feature of Indian financial system, viz., obtaining 
deposits, at least in some centres, at nominal rate of interests, 
which has falsified the contention of experts on Corporation 
Finance. This type of under-capitalisation is particularly to 
be found in the case of the Ahmedabad Cotton Mull Com- 
panies, which are usually started with only one-fourth of the 
block capita! being raised by issuing shares. ‘The whole olf 
the rest is raised either by one-year deposit or by seven-year 
deposit, more frequently, one-third of it in the latter type and 
two-third in the former one. 

- Though originating in the Cotton Industry, under- 
capitalisation has affected all industries. Whatever difference 
there is, is due to the degree of under-capitalisation, the maxi- 
mum having been reached in the Tea industry ‘The whole 
situation was revealed when the Bengal Provincial Banking 
Enquiry Committee was carrying on its investigation. It 
was found by the Committee that those tea gardens which 
are owned by companies registered in England experienced~ 
no difficulty with regard to finance, as they were started in 
most cases with adequate capital raised from shares. Not so 
in case of Indian concerns. he latter are owned. mostly by 
the joint-stock companies and a few of them to individual 


394 INDIAN BUSINESS 


proprietors. The share capital (or the invested capital, in 
case of proprietory concern) is quite insufficient to meet the 
financial needs of the gardens and they have to borrow. Be 
it noted that the nature of the tea industry demands large 
capital expenditure at the initial stage over a number of years. 
It has been calculated that the minimum size of a garden on 
a commercial scale is 500 acres for which the initial outlay is 
estimated at Rs. 7} lakhs. The whole of this heavy expendi- 
ture cannot be raised from share capital, and funds are often 
raised either by charging an admission fee of Rs. 20 or Rs. 25 
per share or by insisting on similar contributions under the 
name of deposits. ‘This insufhciency of funds is not due to 
difficulty in raising share capital; in fact, it has been admitted 
by a witness before the Bengal Provincial Banking Enquiry 
Committee that the share capiial of a tea company could be 
subscribed two or three times over and not infrequently are 
the shares sold at a premium. The existing method — of 
financing and the pursuance of a policy of | under-capitalisa- 
tion seem to be deliberate and at the same time convenient ur 
so far as no interest is paid on deposits or admission fee and 
they are generally refunded two shareholders from early 
profits before dividends are paid. : 


Reconstruction of Corporation 


Reconstruction is a step following upon some trouble in 
the life of a Corporation. When the extent of the trouble 
goes beyond the possibility of control. failure-is the only 
course. But the mtercst of the management would be to do its 
best to maintain the Corporation through — reconstruction. 
“The most important form of reconstruction of which men- 
tion will be made here is the alteration of capital cf the Cor- 
poration. But the proccdure of reconstruction is full of 
legal technicalities. Thus the power to alter the capital 
must be given by the articles of the company and the manner 
in which the alteration can be effected should also be laid 
down by the articles’ If no such power is given and_ the 
manner Jaid: down, the company may, by a special resolution, 
alter the articles so as:to provide for them. Alteration of 
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capital of a company may be effected in several ways. It may 
be increased, consolidated, divided or cancelled or the shares. 
into which the capital is divided may be converted. In the 
previous, section we have seen the cases in which the share 
capital has been increased. This increase may be effected in 
general meeting by an issue of new shares of such an amount 
as the company thinks fit, and the resolution sanctioning the 
increase may direct the manner in which such new shares 
shall be issued or distributed. Where capital is increased 
beyond the registered capital, the notice of increase, includ- 
ing the particulars of the classes of shares affected and the 
conditions, if any, subject to which the new shares are to be 
issued must be filed with the Registrar within 15 days of the 
passing of the resolution. Where bowcver the directors de- 
cide to iticrease the paid-up capital by the issue of further 
shares out of the authorised capital of the company, the law 
reqtures that these shares are to be offered to existing mem- 
bers in proportion to the shares held by them. I! the offer 
is not accepted or the time specified expires, the directors may 
dispose of them in the best manner possible. 

Just as a company cau increase share capital, it can also 
reduce it. As in the case of the power to increase, so also 
in that of power to reduce, share capital must -be given by the 
articles. “Che capital may be reduced by reducing or extin- 
guishing the hiability of members for uncalled capital; or by 
writing off lost capital, or by paying off capital which is in 
excess of the wants of the company or im any other way ap- 
proved by the court. A company may, in pursuance of — the 
powcr conferred by the articles and in general meeting, con- 
solidate and divide all or any of its share capital into shares 
of larger amount than the existing shares or convert all or 
any of the paid-up shares into stock or reconvert stock into 
paid-up shares of any denomination. A company may also 
be authorised by the articles to sub-divide the capital into 
shares of smaller amount than is speciMed in the memoran- 
dum. ft must however be noted that the amount remaining 
unpaid on each new share shall be proportionate to that 
unpaid on the shares from which the division is made. 
Similarly a company may cancel any shares which at the 
date of extercsing the power in that behalf have not been 
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‘subscribed for or agreed to be subscribed for by any person 
and diminish the amount of its share capital by the amount 
-of the shares so cancelled. 


Above we have considered only the alteration of capital. 
A company may also reorganise its share capital by altering 
the rights of holders of different classes of shares. If  re- 
-organisation involves the consolidation of shares of different 
-classes or division of shares'into shares of different classes 
-and an alteration of the memorandum was necessary, it was 
to be done by a special resolution confirmed by an order of 
the court. Any such reorganisation however would not be 
cable to affect any of the rights attached to any class of shares 
‘granted by the memorandum; for such purpose, a resolution 
passed by a majority in number of the share-holders holding 
three-fourths of the share capital of that class was necessary 
in addition. “To take some sample cases of reorganisation, 
the issued and subscribed capital of the New Victoria Mills 
Co., Ltd. was reduced as follows under a reorganisation 
‘scheme in 1930: 


(1) 550,000, 8 per cent. cumulative preference shares — of 
Rs. 10 cach were reduced to 321,000, 6 pér cent. cumulative 
-preference shares of Rs. 5 each and 228.900 preference shares 
‘were cancelled. 


(2) 800,000 ordinary shares of Is. 10/- each were reduc- 
‘ed to Rs. 762,790 ordinary shares of Rs. 2/8/- each and 
37,250 ordinary shares were cancelled. 


(3) At the time of the reduction of preference interest, 
-all mghts to un-paid cumulative dividends were cancelled. 


In 1932 the Simplex Mills Co., Ltd. was reconstructed, 
the main features of the scheme being: - 


(1) ‘The existing share capital of the company was re- 
‘duced from Rs. 2,250,000 to Rs. 150,000 by reducing the 
nominal value of the original 9,000 shares from Rs. 250/- to 
‘Rs. 16 2/3 each and every three shares so reduced were 
‘consolidated into one share of Rs. 50 each, fully paid. 


” 


(2) The capital of the company so reduced and _ conso- 
‘lidated was subsequently increased to Rs. 14,00,000 by the 
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issue of 25000 new ordinary shares of Ks. 50 each _ offered 
in the first instance to.original share-holders at par in the: 
proportion of 8 1/3 new shares for every one Rs. 50/- share 
held by them. 


(3) The amount raised by the issue of new shares was. 
applied to reduce the total indebtedness of the company 
amounting to Rs. 30 lakhs to Rs. 174 lakhs. 


In August, 1940 under a scheme of reconstruction, the- 
authorised and issued capital of the Craig Jute Mills, Ltd. 
was reduced by reducing the nominal value of each ordinary 
Share from Rs. 2/8/- to amount -8- and of each preference 
share from Rs. 100 to Rs. 50. ‘The rate of dividend on prefer-- 
ence shares was also reduced from 9 to 5 per cent. per 
annum and all rights to cumulative dividends unpaid from. 
August, 1929 to January, 1940 were cancelled. 


A scheme of reconstruction was effected. in the Nambur- 
nadi Tea Co., Ltd. in June, 1937 when the authorised capital 
of the company was reduced trom Rs. 1000000 to Rs. 535000: 
by cancelling 15,000 unissued ordinary shares of Rs. 10 each 
and by reducing the nominal value of the 45000 issued ordi- 
nary shares from Rs. 10 to Rs. 3 each, which were thereafter 
consolidated into shares of Rs. 10 each. All arrears of the 
cumulative preferential dividend were cancelled and the 
holders cf ali such shares were given in lieu thereof one Income: 
Certificate of Rs. 100 for every 20 preference shares held by 
them, carrying interest at the rate of 5 per cent per annum 
payable from profits from Ist January, 1926. The existing 
40000 preference shares of Rs. 10 cach were converted into 
40000 ordinary shares of Rs. 10 cach, fully paid-up, ranking 
for dividend and in all other respects pari passw with the 
existing ordinary shares of the company. Out of the total 
3000 debentures of Rs. 100 each, 2000 bonds were cancelled 
by purchase and by drawing, leaving only 1000 outstanding 
and the authorised capital was thereafter increased to its pre- 
sent figures by the creation of 46500 new shares of Rs. 10 
each, which have not been issued. 


The capital of the Britannia Engineering Co., Ltd. was. 
reorganised in July, 1939 as follows: — 
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(1) By consolidation of 20 shares of Rs. 1/8/- each into 
one share of Rs. 30 which was thereafter stub-divided into 3 
shares of Rs. 10 each. 


(2) By creation and issue of 60000 additional shares of 
Rs. 10 each at par to existing share-holders in the proportion 
4 such shares for every one share of Rs. 10 held, ranking for 
dividend and in ail respects purr passu with the issued shares of 
the company. 


(Che above is sufficient in order to give an idea as to what 
reorganisation of capita) of a Corporation means. One thing 
comes out from above discussion. When a Corporation is in 
dificuliy, no right attached to diihrent types of capital can 
be -regarded as sacred; nay, it is in the interest of the owners 
-of capital to forego some of them rather than see the Corpora. 
tion meeting an inglorious end. 


Depreciation 


In this section, we shall speak a few words about depre- 
-clauon. ‘This item is one of supreme importance in the field 
of Corporation finance; yet im this country it is one of the 
negletcd factors. Whatever that may be, it is the duty of the 
well-managed business concerns to make adequate provision, 
‘out of their annual income, under the head ‘depreciation’. 
For, no machinery, building or tool is permanent; each of 
them depreciates either due to use or to non-use. It should 
not be thought that if they are not used, they will not under- 
go depreciation. They will undoubtedly depreciate. Over 
dnd above that, they may become obsolete, 7.¢e., out of date. 
It is not physical depreciation but depreciation in business 
importance when a better rival is available in the market. 
When competition prevails in a particular field of business, 
the danger from the standpoint of business concerns arising 
out of obsolescence is very great; for as soon as some new 
productive equipment comes into existence, some concern 
may commence ‘using it, to the utter inconvenience of the 
-competitors who may have either to instal the same equip: 
‘ment or to forego profits or incur losses by producing with 
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Old ones. In case of monopoly, however, the concern need 
“not suffer on account of old equipment in so far as it can 
keep it in reserve and when the oid one is exhausted, it can 
use the new invention. Of course, there is some loss in this 
process in so far-as the new equipment is not being used at 
once; but the gain is greater in so far as the old equipment 
does not become cbsoletc, thereby proving the whole invest- 
ment in it a dead loss. But in a ‘‘world of monopolies,” this 
sort of accumulation ‘‘scj1ap heap” is a matter of every dav 
occurrence and the society becomes poorer for it. Whatever 
that may be, this decay in business importance—or *‘business 
depreciation” as it is some times called—has assumed very 
great importance in these days and it is necessary that sufh- 
cient safeguards should be taken to guard against losses 
owing to business depreciation, particularly so when gtant 
concerns, both inland and foreign, threaten to overwhelm 
the minor ones. Thus it will be seen that the causes of de- 
preciaticn are fourfold—-wear and tear, action of element, 
change in corporate pohcy as regards the nature and method 
to production and obsolescence. Each of these sub-items 
under depreciation is of great significance and if adequate 
provision is not made for meeting them, the business concern 
would all on a sudden be faced with losses. 

Depieciation and dividend are the only two items in the 
balance of net profit and it is the opinion of many authorittes 
on the subject that a generous treatment should be accorded 
to depreciation, if necessary, at the expense of dividend. It 
has often been a policy with the directors to satisfy the short- 
run interest of the share holders and to create attraction for 
them in their concern. This short sighted policy has led 
them to declare fat dividends even at the cost of allowance 
for depreciation. A more mischievous and unsound _ policy 
cannot be thought of. ‘The object of the directors and 
secretaries ought not to be to pay as high a dividend as possi- 
ble but to do exactly the reverse. A percentage on the capital 
paid away in dividend can never be recalled, while one retained 
in hand is always available.’ No less unsound is the 
policy of investing the depreciation fund in thé business _ it- 
self. At first sight this method seems extremely: attractive in 
so far as it ‘‘implies a: living spirit of enterprise and ‘greater 
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earning power as long as the business expands in profit as well 
as in value.” But it is not always so. For, if bad trade over- 
takes business or any other unforeseen contingency arises, 
this policy of investing money accumulated in depreciation 
fund would not be available. But if the financial position of 
a concern is sound enough, there is nothing to say, on princi- 
ple, at least. either for or agains: ary such policy. According. 
to Hartley Withers, ‘‘probably the best policy of all is the 
judicious mixture of the two, by which part of the deprecia- 
tion fund is devoted to the expansion of the business and 
part to the acquisition of securities from’ which an income 
may be received whatever may be. the ups and downs of the 
enterprise.”’ 

It has already been remarked that one of the most ne- 
glected factors of Corporation Finance in India is the utter 
negligence of depreciation provisions. It must of course be 
admitted that the bette. managed concerns, in their own in- 
terest must provide for depreciation and those in India do 
not violate this. But the same is not true of all. Worse 
still, there is no settled pol‘cy in this respect for a particular 
industry nor even for a single concern. Since it js, in general, 
made a charge on profits, it has retained the weakness of fluc- 
tuating. with profits, which in lean vears comes to a very low 
figure and in cris's to something minus. while depreciation of 
productive equipment. whether due to wear or tear, or ele- 
mental reason, or accident or obsolescence. continues un 
abated. According to the eminent authorities; since depre- 
cjation is a regular process, it must be regarded as an item in 
cost, at least to the extent of physical depreciation of produc- 
tive equipment. 

On this urgent question of providing for depreciation, some 
light has been thrown on the situation in cotton industry 
by the investigation of the Bombay Textile Labour Enquiry 
Committee. The work of the Committee was tho doubt 
handicapped owing to the non-availability of any survey of 
the plants in the various centres of Bombay Presidency. 
However, from the personal observation the Committee was 
satisfied that “‘with few exceptions, the machinery. and plant 
are kept in a state of reasonable efficiency. It has given us 
the following figures regarding the sums spent for repairs and 
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renewals for the last five years immediately before the 
enquiry (1938) :— 








Region 1934 1935 1936 1937 1938 
Bombay 13-87) 17-87) 17-45 23-66 28-62 
(38) (56) (57). (63)_—« 3) 
Ahmedabad 11-86 12-91 12-95 16-25 21-66 
(56) (57) (58) (63) (61) 
Sholapur }-32 1-69 1-61 1-33 1-6) 
(5) (5) 2) (5) (5) 
Gujerat (Excl. 
Ahmedabad) 0-53 0-52 0-52 0-60 0-53 
(4) (4) (5) (5) (5) 
Khandesh 0-57 0-69 1-1] 0-95 (89 
(4) (3) (5) (4) (3) 


Maharastra and Karnatak, 
(Excl. Sholapur and 


Khandesh) 1-16 0-91 0-70 0-37 (1.9%) 
(3) (7) (7) (7) 7) 
Note: Figures in biackets indicate the number of mills 
considered. 


In Bombay Presidency, in addition to such expenditue 
on renewals and repairs as stated above, all wellconducted 
concerns make provisions for depreciation whenever profits 
are earned, although thcre is no statutory obligation to pro- 
vide for the same, its determination being dependent on the 
discretion of the directors. In this matter, therefore. the 
only thing by which the directors may be guided vis the 
allowance in respect of depreciation accepted for the assess- 
ment of the profits of companies for income tax under the 
‘Income ‘Tax Act—the maximum rates being 5 per cent on 
machinery, 24 per cent on buildings and 7$ per cent on 
bleaching and dyeing plants. In fact. however, the amount 
of such authorised allowance .is much less, for no further 
allowance can be claimed in respect of building, plant and 
machinery against which cent per cent depreciation has 
already been allowed. ‘Thus, according to the Report of the 
Special Tariff Board (1936), ‘‘On basis of the actual allowan: 
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ces granted by the authorities the average debit for deprecia- 
tion works out to 2 3/4 per cent on the fixed capital expendi- 
CULE 224469 instead of the average of 4 per cent which has been 
used to show the financial position of the Bombay Cotton 
Miil Industry.” In Ahmedabad, ‘‘on basis of these  al.ow- 
ances the average debit for depreciation works out to 3.86 
per cent on the original biock value of these mills instead of 
the overhead average of 4.50 pcr cent which has been used to 
show the financial position of the Ahmedabad Mill Industry.” 
According to the Income Tax Amendment Act of 1939, 
a'lowance is however to be granted in 1espect of depreciation. 
upto a percentage to be prescribed, on the written-down 
value of the buildings. machinery and plant. “l'wo new pro- 
visions have also been introduced by the Amendment of 
1939. In the first place, it removes the restriction to six 
years of the maximum period up to which arrears of depre- 
ciation could be carried forward, so that the writing off of the 
arrears of depreciat'on can hereafter be spread over a_ long 
period. And secondly, when obsolete machinery is sold or 
discarded, the amount, by which the written-down value of 
the machinery or plant exceeds the amount for which it is 
actually sold or which is its scrap value, can be treated as an 
authorised allowance for depreciation. These are legal pro- 
visions for the depreciation of assessable profits. “The actual 
determination of dividend is entirely a matter of discretion 
with the directors, a matter in which the decision is taken on 
the basis of various factors, such as the extent of profits earn- 
ed in any one year, the condition of the productive equip- 
ment, provision of depreciation in the past, strength of cor- 
porate reserve, need or otherwise of deciaring some dividend. 
and similar other factors. 

While all this is said, it must be admitted that the provi- 
sion for depreciation is not of the same nature in all concerns 
in cotton industry. While it is held by all that depreciation 
at a minimum rate is held to be the first charge on 
profits, several mills on one ground or another do not provide 
for it. Thus the Bombay Textile Labour Enquiry Com. 
mittee in their Interim Report wrote, ‘‘Under-depreciation 
has been common even with concerns, which have paid divi- 
dends, especially in Bombay,. and commissions and dividends 
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have been accorded precedence over depreciation.” We have 
already said that depreciation shouid be made a part of cost 
and proper importance should be attached to it. The Taritl 
Beard on Cotton Vextiles (1927) did not go so far; they 
recommended that depreciation should be made a first charge 
on profits. The idca however did not find favour with the 
Mill-owners’ Associations in) Bownbay and Ahmedabad, main- 
ly on the ground that any such arrangemeni in years of lean 
profits would be difficult. Orthodox authorities on Corpora. 
ion finance would however suggest that provision for depre- 
ciation should be cumulitive in nature, the deficiency in one 
year made good by surplus profits in another. Whatever that 
may be, the milowners of Bombay and Ahmedabad — suggest 
“that it is occasionally cxpedient to allow) small dividends 
even if full) provision for depreciation cannot be made.” 
The following table, adapted and re-arranged from the Bombay 
Textile Labour Enquiry  Conuniltee Report (Vol. Ih, 
shows the position in the matter of the payment of dividends 
and comnnissions by mills which were unable to provide for 
full depreciation on the income tax basis: — 





1934 1935 1936. 1937 £1938 
BA BA BA BA BA 


fetes ns re 


No. of mills supply- 

ing information. 99 58 65 58 64 58 66 638 65 60 
No. of mills not pro- 

viding depreciation 

on income-tax basis. 37 25 42 34 46 29 10 24 
No. of mills paying 

dividends which have 

not provided depre- 

ciation on inceme- 

tax basis. Pole Ge SOS A ONG 
No. of mulls charging 

full agents’ commis- 

sion. which have not 

provided depreciation 

on income-tax basis. 8 7 19 6 24 6 29 7 28 4 


a Tg ST: SASS SSC: SE 


Vote: B= Bombay; Aq Ahmedabad. 


us 
a 
i) 
co 
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Although no such precise figures are available for other 
industries, yet the position, so far as provision for deprecia- 
tion is concerned, is not in any way satisfactory. Thus it was 
reported by the Tatiff Board on Sugar (1938) that ‘‘some 
companies have paid dividends without adequate provision.” 
In the same way, it was revealed in the evidence before Tariil 
Board on Paper Industry that in some of the paper manufac- 
turing concerns, depreciation charges do not have any rela- 
tion to block value and that the usual practice in such cases 
is to put to depreciation a certain amount of profits decided 
upon in an arbitrary way without any definite relation to 
the block value. The position in Tata Tron Steel Company 
seems to be sound, at least, if we are to believe what the 
Tariff Board reported on it. According to the ‘Tariff Board, 
seasese “The depreciation allowed ts calculated on the 
replacement cost of the plant required for the estimated out- 
put. This is a constant figure and consequently the deprecia- 
tion required can most conveniently be calculated as a con- 
stant figure... We are aware that the inclusion of the annual 
allocation of Rs. 78 lakhs in the protective scheme has enabled 
the Tata Tron & Steel Company to accumulate reserves which 
have been extremely useful to the Company... .° But that 
does not mean that the same remark applies to the other 
concerns in iron and steel industry, although the need for the 
same is nowhere so very great as in this case.: For. the iron 
and steel industry falls in the category of those industries 
which need sufficient provision for adapting themselves to 
changes in the methods of manufacture which are quite fre- 
quent. 

If there is no fixed policy regarding the proviston. of 
depreciation, the same is true with regard to its utilisation. 
In general, there are two methods of utilisation, first. to invest 
it in the same concern, and second, to‘ invest it in some other 
concern or in Government or  Seimi-government — securities. 
Thus two of the leading mills at Sholapur invest the reserve. 
depreciation and other funds separately while in other centres 
of Bombay Presidency, they are used in the business of the 
concerns themselves. In the Tata Iron & Steel industry, the 
funds are invested in the business of the concern itself. From 
the standpoint of principle. of course. there may be many 
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things to say against this practice. For, although ‘‘in) many 
Cases 1t SO Nappens that tuougn in the balance sheets, sums 
appear to have peen credited io depreciation account, actually 
no reserve is found to exist. As a matter ol fact the whote 
depreciation account 1s nothing but piled up expenditure on 
repairs, renewais, extens.ons, cic.” but from the standpoint 
of practice there is no.hing to speak either for or against this. 
‘Thus, for instance, the position olf the Tata Company was 
thoroughly considered by the Lanff Board which remarked 
that “we need not insst on any particular method of 
accounting for the depreciation fund; we see nothing in- 
proper in the investment of such funds in the industry itself, 
in which the management may see their way to carn a higher 
return than they couid outside.” ‘Vhe only determining factor 
should be the soundness of the concern, which being assured, 
the investment of depreciation provision in the business of the 
concern itself is in no way prejudicial to the interest of the 
concern on the one hand and of shareholders on the other. 
In fact, if the depreciation provisions are continually spent 
on repairs and renewals, ‘earnings will be increased by the 
subsututicn of superior devices which may cost no more than 
those which they displace.” 


Phere is one more aspect of depreciation, viz., surplus 
capacity, of which note must be taken before we finish off with 
this section. = Depreciation in the shape of existence of surplus 
capacity combines two features of deprecitation—viz., depre- 
ciation due to elemental reasons and that due to obsolescence. 
In this sense depreciation is a constant feature of our jute 
industry and ts likely to be so, in normal times, with others 
like sugar. ‘Fhe trouble with regard to this situation is all 
the more accentuated because of the fact that on most 
occasions it becomes difficult to provide for depreciation of 
the whole block. A shortsighted policy at the time of installa- 
tion of productive equipment is responsible for this state of 
affairs and may quite easily be avoided if too extensive a 
plant is not installed without any purpose. 

The provision of depreciation has occupied an important 
place in the discussion of economic theory and _ therefore 
it would not be irrelevant if we discuss it briefly. Writers 
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like Marshall have named it as depreciation and replacement 
fund and like other costs, it is to be deducted from national 
dividend before it is distributed among the four. factors of 
producuon. Keynes has developed an interesting analysis 
of the same in his General Theory. He distinguishes between 
three types of depreciation—voluntary and involuntary depre- 
ciations and windlall loss. Voluntary depreciation arises out 
of the actual use of productive equipment in producing a 
certain output. Involuntary depreciation is however not 
altogether unforeseen and unexpected: it is due to wastage 
by cbsolescence. destruction by catastrophe or mere passage 
of time and is termed by Keynes as supplementary ~ cost— 
entireiy dillerent from thai used by Marshall. The third 
type of depreciation. windfall loss. is due to unforeseen 
changes in market values. exceptional obsolescence or destruc- 
tion by catastrophe which is both involuntary and—in a 
broad sense—unforcseen. The concept is important in so 
far as it is essential for the determination of income—both 
gross and net. According to Keynes, gross income is to be 
ca:culated by deducting from total sales the user cost. ie., 
the amounts which the entrepreneur pays out to other entre: 
preneurs for what he has to purchase from them together 
with the sacrifice which he incurs by employing the cquip- 
ment mstead of leaving it idle. It must be noted that in the 
calculation of gross income only voluntary depreciation — is 
taken note of. In finding out the net income, involuntary 
depreciation—or what keynes calls supplementary cost—is 
also to be deducted from total sales. Tt will be seen that the 
above analysis is more or less in similar lines with the brief 
discussion of economic theory .summarised in the — present 


paragraph. , 


Dividend. 


The shareholders of a concern while investigating. their 
money have onc thing in view, viz., to earn a profit on this 
investment which at least would not be lower. than the rate 
of interest available for the same fund in the money market. 
In. fact, this market rate of interest is the minimum rate 
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which they expect to earn. ‘That however does not mean 
that they wil earn this every year out of their investment 
in stocks and shares. it all aepends on the prouts earned by 
the concern. It no prolits are earned, the ordinary  share- 
holders get nothing, notwichstanding the fact that if they 
invested 1 in money market, they could have earned more. 
It is at th.s point tnat div.deud ditters trom interest. ‘Thus 
in case of ordinary siares,—nol so in case of preserence shares 
—dividend may or may not be paid according ‘as proats are 
earncd or not. and cven wien prouts are earned, the whole of 
it OF a Major porton mlay be removed to the reserve tund by 
direc.ors ac their discre.on, bul merest on debentures must 
be paid. Inicrest is theretore predetermined and fixed; 
diviaend is unknown and uncertain. Yet: to a specuiative 
-brain, and to one who is ready to undertake risk, investment 
in rat:onally sesected siocks ;and shares ollers greater interest 
than the fixed and predctcrmsned rate of interest on deben- | 
tures. They expect to carn a m.nimum_ profit; but — their 
truer expcctation is not this much only. For, had it been 
so, What .s the utility of underaking so much risk and un- 
certainty? In fact, they expect to carn much more. If the 
concern carns fabulous profits, it will be too gad to share it 
in some form or o.her with the investors. And it is with this 
end in view that funds are generally invested in stocks and 
shares. 

Before turning to Indian conditions, we must state in 
briet one or two general principles governing dividend pouicy. 
In the first place. the dividend policy is the result of action 
of various factors. One cf the legal restrictions imposed is 
that dividends shou!d not be declared trom capital of the con- 
cern thereby maintaining the capital siructure. It is to be 
determined within the limit set by the unappropriated sur- 
plus, z.e., surplus after all other demands have been met. It 
is true that the psychology of the investors demands high 
dividends. But that is not the only factor. For, apart from 
legal restrict'ons there are many other factors which — stand 
in the way of declaring a high dividend. If too high a 
dividend, quite disproportionate to that declared in other 
lines, is declared by a particular. concern in a particular line, 
that would signify under-capitalisation and attract funds from 
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the public, thereby onee more reducing dividend to normal. 
It is also known that in the field of finance corporate savings 
have come to acquire great importance. Hence if ‘the concern 
is self-sufficient in matters of finance or at least depends on 
its Own saving for a major part of the investment, it is better 
not to declare a high dividend but to carry a major portion 
of the undistributed surplus to the reserve. ‘here are cer- 
tain industries, ¢.g., railroads, where profits are earned in the 
long run only. Over a number of years, no profit can be 
earned and no dividend declared. In speculative enterprises, 
a grave uncertainty haunts profits and therefore it is necessary 
to declare dividend at a very few figures which may be main 
tained all through the life of the Corporation. No less im 
portant is the age of the concern. It ‘is true that a certain 
dividend becomes essential for a new concern to declare in 
order to attract the active sympathy of investors; but then 
where it needs its own earning for its own growth, a cautious 
dividend policy is commendable. From all these standpoints, 
the tollowing general principles may be laid down regarding 
the distribution of profits among shareholders. In the first 
place, the company newly started should make it a point to 
pay no dividend or a very nominal dividend over a number 
of years after the commencement of business. Secondly, it 
should ~be the aim of the Company to stabilise the dividend 
rate and in order to achieve that end, it must first reduce the 
fluctuation of profits to the minimum, so that a stable dividend 
pelicy may be ensured. When all this is done, thirdly, it 1s 
for the company to pay out as dividend, in any one year, only 
a portion of the surplus profits, and not the whole of them, 
as a matter of financial prudence. How much of these surplus 
profits are to be paid in dividend is a matter to be considered 
by the management; no hard and fast rule can be laid down 
in this respect. 

In the above paragraph we have hinted in favour of the 
stabilisation of dividend rate. Much has been written by 
authorities on Corporation finance in this matter urging its 
necessity. Of course the need for stabilisation is not of same 
urgency in all cases, particularly so in case of ‘‘Closed Corpo- 
rations,” 7.e., Corporations whose shares are not widely dis. 
tributed. The urgency for stabilisation is very great in case 
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-of Corporations whose shares are widely distributed. This 
policy is called for not only from the standpoint of the share- 
holders but also from that of the Corporauon itself. Among 
the shareholders, of course, two classes must be distiaguished 
—investors and speculators., So far as the speculators are con- 
cerned, they are in favour of constant fluctuation in the price 
-oOf shares. But the interest of genuine investors is altogether 
different. They desire stability in the income from their in- 
vestment. This, in its turn, has its effect on the price of 
securities. For, only those securities will have greater, attrac- 
tion from the investors which earn a stable dividend, and con- 
sequently they will have a high and more stable value in the 
market. If the dividends declared over a number of years 
are irregularly distributed, e.g., 8, 8, 6, 4, 4, averaging 6 p.c., 
instead of 6 pc. per annum over a period of five years, the 
same security will command a lower price in the former case 
than in the latter. 


From the standpoint of the concern itself, a stable divi- 
‘dend policy is desirable for more than one reason. A Corpo- 
ration with stable dividend record finds a good reception for 
any subsequent floatation and that too at a premium. It also 
improves the borrowing position of the Corporation. A Com- 
pany on the road to progress will need money at every step 
for improvements and = extensions and is therefore under 
frequent necessity of selling sharcs and debentures. The 
importance of this factor is all the more great in this country 
because of the fact that the propensity to invest in industrial 
securities is low and the unpopularity of debentures — verv 
great. One method among many for their popularisation is 
to have a stable dividend record. 


The stabilisation of the dividend of a Corporation is so 
important an affair that even in the years when fat profits are 
being earned, it is considered proper not to be lenient in divi- 
‘dend policy. Even where the shareholders are given this 
extra surplus, care is to be taken to create the impression that 
this extra surplus is a temporary phenomenon. For, if the share- 
holders come to believe that this extra surplus is something 
permanent, it becomes disastrous to reduce d‘vidend all on 
‘a sudden. Most Corporations in America ‘‘plough back” a 
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part of their earnings. In England however the Corporations 
are more liberal in allowing the shareholders to have a share 
in increased prolits. Both have their respective advantages 
and disadvantages. For, while ‘‘most Lngiish Corporations 
do not have the opportunity tor growth enjoyed by American 
business enterprises,’ in America, ‘“‘large surp.uses lead to 
over-expansion and speculation, resulting {rom the efforts of 
Corporation Managers to keep their assets working.” What- 
ever that.may be, when a company is to give a share of in- 
creased prolits to its sharehoiders, the usual practice, from 
the standpoint of stabilised dividend policy, is to declare the 
‘“‘reguiar’” dividend and then to give an ‘extra’ dividend, 
which implhes that this is only a temporary affair. If how- 
ever increased profits are maintained, the extra, dividend 
becomes a reguiar one. 


One of the oft-repeated charges against the dividend 
policy in India is that the dividend paid is excessive. At 
-turmes however this charge has proved quite true; but a patient 
enquiry reveals that the changed policy is due to some changed 
carcumstances and consequently it is essential for being 
adjusted to changed psychology ol the shareholders, “The most 
y.aring charge ever inade in this country is that against the 
dividend pouicy of the Cotton textiles, particularly in Bombay 
Presidency, in the post-war boom following upon the great 
war. The matter was pointed out by the ‘Tariff Board of 
1927 on cotton textiles which 1eported that the dividends paid 
during the boom years upto 1927 were unduly high. In coal 
mining, the Indian Ccal Statistics (1935) shows that out of 66. 
Coal Companies mentioned in the Calcutta Stock and Share 
List, 32 deciared no dividend, and figures for 9 were not’ 
reported; one Company paid 65 p.c.; 2, 224 p.c.; one 20 p.c.; 
one 183 p.c.; one 176/7 p.c.; two 15 p.c.; and the remainder . 
between 24 and 12 p.c. According to the Coal Mining Com- 
mittee (1937), ‘‘the dividends paid by these particular Com- 
panies have improved in almost every instance and indicate 
that whatever may have happened to the property or the 
machinery or the labour force, the advisability of keeping the 
shareholders content has not been lost sight of. This may 
also be due to the fact that, in some cases, the remunerationr 
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of the managing agents depends on the dividends and bonuses. 
paid to shareholders.” 


These are due to some exceptional circumstances, either 
due to boom period profit or to the pressure of some interested 
party, like tne managing agents. Ocherwise, in general, 
the dividend declared cannot be regarded as too unreasonable. 
In this respect however, neither the emp.oyer nor the 
Labourer has been able to take,a_ scientific outlook. Thus, 
for instance, it has been contended by Labour in Ahmedabad 
that the payment of dividend by cotton mill companies 
should be limited to 4 p.c. per annum and that when h.gh 
profits are earned, they should not be spent on fat d.vidends, 
but carried to reserve and depreciation itunds and utiised for 
improving the standara of living of the workers. It has. 
been the contention of the employers that a limitation of 
dividend would be an unprecedented innovation and would 
be much resented by sharcholders, particularly so when there 
is no fixed minimum for dividend. While it is true that too 
fat a dividend is to be deprecated, dividends declared ‘by 
companies in India in most cases have not been excessive. 
Even while the Variff, Board on Cotton Textiles (1927) came 
to the conclusion that the rate of dividend during the boom 
pericd following upon the first’ great war was excessive, vet 
the Board admitted that this could not be regarded as having 
contributed to the subsequent depression. 


The dividend policy of the cotton textiles was thoroughly 
examincd by the Bombay Textile Labour Enquiry Committee. 
The survey includes not) only the cotton textile industry 
in this country, but) the same in other countries. and 
also the dividend policy of some of the other industrics. 
in this country. The broad conclusion arrived at is that 
“while the cotton textile industry in Bombay has not fared 
worse than the industry in other countries, the dividends 
declared in the last few years cannot generally be said to have 
been excessive. Nor are they high in proportion to the 
dividends -in other centres in the Indian textite industry or in 
other industries in our country.” The comparative figures 
given by the Committee are so instructive that we cannot 
check the temptation of adapting them here for our purpose. 
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Number of mills declaring dividend: — 


I. Bombay. 





Rate of Dividend 1929 1930 1931 1932 1933 1984 1985 1936 1937 193 


per cent. 
Nil 270 200 20 20 20 2 83 BT B80 
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II. Ahmedabad. 
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Rate of Dividend 1929 1930 1931 1932 1933 1934 1935 1936 1987 1938 
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IV. Dividend paid in textile industry in foreign countries. 
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V. Other Industries in India—number of mills declaring, 





Dividend. 
Rate of Dividend Jute. Sugar. 
per cent. i936 1937 1938 1936 1937 1948. 

Nil 10 16 27 7 = 12 
Below 8 5 5 10 1 — 2 
$ & below 4 3 A OR see i} — 
4 ,, % — 4 1 — 
5 F 5 4 q 3 5 2 
6. 7 8 9 sas a 
ds 8 5 4 2 z 2 \ 
8 ‘i Gj 2 | 1 l — = 
9. 10 a J — 
Cr | 7 6 4 #7 6 6 
124 ., ‘ ly t 2 0 | | 2 
15 173 i 1 2 3 i 3 
7s ., » 26 af a 4: ee ee 
20 , =, 2D 7 fq + i —— 
Zo uk 5V 9 | —- 1 -— 1 





It will be seen that the dividend declared is not excessive: 
when compared between different industries in India or with 
textile industry in three leading-most countries of the world. 
Therefore the contention that there must be statutory limi- 
tauion on the dividend declared is of little use in the present 
stage of our industrial development. To the utmost — this 
much may be said that in a period of prosperity it is’ to the 
interest of the industry itself to build up as much corporate 
reserve as is feasible so that on the one hand it would lighten 
the problem of industrial finance in normal times and on the 
ether work as the main support in the dark days of depres- 
sion. 

There is a general impression that the dividend declared 
by some concerns, like the Tata Tron & Steel Company, is very 
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high. But this is a wrong impression. As the following 
table would show, the average annual profit per share has 
not been very high. Because of the speculative activity in 
the Tata shares in recent years, particularly in the deferred 
shares, this impression has got some support. But the nature 
of the deferred shares should not be confused with that of 
other shares and if they have shared for long, there is little 
cause for grumble if they are earning high dividends in 
times of prosperity. The following table from Adarkar's 
Indian Fiscal Policy is of interest in the context: 


Dividend paid by the Vatas. 





Ist 2nd 
Preference. Preference. Ordinary. Deferred. 
(Rs. 150) (Its. 100) (Rs. 75) (Rs. 30.) 
Rs. A. P. Rs. A.P. Rs. A.P. Rs. A. P. 


1924-25 G ao 0 oO 0 0 0 0 0 0 0 0 
1925-26 iS uv O 3412 4 0 0 0 0 0 6 
1926-27 9 0 0 sa 4 1 0 0 00 0 
1927-28 a 0 0 78 0 600 0 00 0 
1928-20 i 0 0 0 0 0 0 0 0 00 0 
1929-30 is 0 0 0 0 0 0 0 0 0 0 0 
1930-31 G4 6 0 v8 00 0 0 0 0 
1931-32 9 0-0 1 0 0 0 0 0 00 0 
1932-33 Ga a 5 6 0 00 0 0 0 0 
1933-34 900 15 0 0 0 0 0 0 

1934-35 » 0 0 2 8 0 0 0 0 0 0 0 
1935-36 900 #4 8 0 6 0 0 7 8 0 
1936-37 900 #1 2 0 10 0 36 3 6 
1937-38 9 0 0 2010 0 1 8 0 mi 3 
1938-39 9 0 0 22 20 #1 0 0 99810 5 
1939-40 9 0 0 i 0 2 00 14814 7 


1.BR.—27 
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The average rate of dividend in Tata Iron & Steel Com- 
pany comes out as follows: —- 


(2) Annual average since 1924-25:— 
F.rst Preference—6-4% 
2nd Preference-—8-5% 
Ordinary—3-1% 
Deterred—3-7% 


(b) Annual average since inception and upto 3lst 
March, 1940. 


First Preference—0% 
2nd Preference—/}% 
Ordinary—6.23% 
Deferred—10-46% 


The question of stabilisation of dividend rate has not 
altogether been neglected in this country, although it may not 
have received the same sort of handling as in other countries. 
Its theoretical importance has been noted in an earlier para- 
graph. As a matter of practical policy, two sorts of measures 
have been adopted. In the first place, efforts have been made 
by the managing agents, particularly the non-Indian ones, to 
stabilise the rate of dividend. ‘This is the case in jute mills, 
coal companies, transport comipanies, tea companies, etc., 
where the managing agents ensure to the shareholders the 
same rates of dividend alter allowance is made regarding the 
location, technical conditions, etc. Another and a less success- 
ful method is the institution of Dividend Equalisation Fund 
by some concerns. The object of the fund is to equalise the 
rate of dividend over years. It will be seen from the follow- 
ing that although a number of concerns has instituted the 
device, it has not yet been a success. But this much“may be 
said that if property handled, the device has good prospects 
for the purvose of stabilisation of dividend rate. The follow- 
ing chart g'ves the name of the concerns instituting the device 
and shows the range of dividend fluctuation over a period of 
a decade: — 
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Name of the concern instituting 


Dividend Equalisation Fund. Fiuctuation. 
}. Ahmedabad Advance Mills, Ltd. ... 8. & 17) pe. 
2. Bombay Dyeing & Mfg. Co., Ltd. ... 10 & 24° p.c. 
3. Central India Spg., Weaving & Mig. 

Co., Ltd. See 7 & 14 p.c. 
4. Century Spp. & Mig. Co., Ltd. 5 & 24 pe. 
5. Colaba Land and Mill Go., Ltd. 24& 7% p.c. 
6. Coorla Spg. & Weaving Co., Ltd. ... 4 & 10> p.c. 
7. Dhakeswari Cotton Millis, Ltd. 74 & 10° p.c. 
8. Finlay Mills, Ltd. 24 & 10) p.c. 





Range of dividend 


ee 


Q) Indcre Malwa United Mulls, Jitd. No dividend s:nce 1933. 


10. Malabar Spg. & Weaving Co., Ltd. 3 & 20° p.c. 


ll. RR. G. Cotton Mills Co., Ltd. No dividend since 1932 
12. Swadcshi Mills, Co., Ltd. ye tate 4 & 18 pc. 
13. Western India Spg. & Mig. : 

Co., Ltd. oA KR VT psc. 


14. Unton Bank of India. Lid. 
15. Burrakur Coal Co.. Ltd. 
16. East India Coal Co., Ltd. 


7. Albion Jute Malls Co., Lad. aw a 
18. Belvedere Jute Mills Co., Lid... 10 
19. Budge Budge Jute Milly Co., Ltd. 6 
20. Caledonian Jute Mills Co., Ltd. 8 
21. Dalhousie Jute Co., Lid. 4 
22. Delta Jute Mills Co., Ltd. 10 
23. Empire Jute Co., Ltd. 23 
24. Gondalpara Mill 24 
25. Hooghly Mills Co. Ltd, 10 
26. Kamarhatty Co., T td. 74 
27. Kankinarrah Co., Ltd. 74 
28. Kelvin Jute Co., Ltd. id 
29. Lawrence Jute Co., Ltd. 4 
30. Lothian Jute Mills Co.. Ltd. 3 
31. National Co., Ltd. a SD 
32. New Central Jute Mills Co.. Ltd. 8 
33. Northbrook Jute Co., Ltd. 5 
34. Standard Jute Co.. ree 4 


8 12 
& 30 
& 35 
& 30 
& 20 


kven dividend rate 
Even dividend rate 
Even dividend rate. 
p.c. 
p.c. 
p.c. 
pc. 
p.c. 
p.c. 
p-c. 
p.c. 
p.c. 
p.c. 
p.c. 
p.c. 
p.c. 
p.c. 
p.c. 
p-c. 
p.c. 
p-c. 
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35. Denra Dun ‘Tea Co., Ltd. we 6A OR IO pe 
36. New Dooars Tea Go.. Ltd. . 1 & 90 pe. 
37. Sungma Tea Co.. Ltd. a eA Oe ES AC. 
38. Punjab Sugar Mills Co. Lid. 2... 6 & 40° p.c. 
89. Indian Iron & Steel Co.. Ltd*® 2... 1h & 55) pe. 
40. Indian Standard Wagon Go., Ltd.* Db & 1d pa. 
41. Jost’s Engineering Co.. Ltd. Sey RS 
*Dividend Adjustment Account and Not Dividend Equa. 
lisation Fund. : 


Thus it will be seen that the device has not yet proved 
successful. The concerns should, in their own interest. strive 
to make the dividend rates equal and this requires a conserva: 
live dividend policy. The share-holders should also realise 
that a conservative dividend policy may apparently be prejudt- 
cal to their tntesest in so far as they are not allowed to share 
in high profits. But really they are not losers but gainers. 
For, even in the bad vears, it will be the policy of the concern 
to maintain the rate of dividend from the Dividend Equalisa 
tion Fund, even though no or very low profit is being earned. 
Besides, a stable dividend raie. by increasing the confidence of 
the share-holders tn the particular scrip, facilitates capital 
appreciation, Which is beneficial 10 all concerned with the con- 
cern, including the share-holders. Hence greater emphasis. 
should be put on this aspect of the questien, 


CHAPTER XII. 
PRADE FINANCE IN) INDIA. 


_ Up to this time, we have devoted attention to one aspect 
of finance, viz., producer’s finance. Although the use of the words 
‘‘corporate finance” also includes distributor’s finance as well, 
yet in actual use of the words, we have meant only producer's 
finance and carried on with our discussions in that Jine. In 
the present chapter our sole purpose will be to discuss some 
aspects of trade finance as it is to be found in this country. 
The discussions on finance in this country have in the main 
centred round industrial or  producer’s finance. And = al- 
though the aspect of finance known as trade finance or disiri- 
butors’ finance has found some place in treatises on banking. 
nO separate treatment as such of the same has been made. 
The problem of trade finance needs discussion from — two 
points of view—internal trade finance and external — trade 
finance; and if so far as the agencies financing these two are 
in the main distinct and separate, we shall take up their study, 
in brief, in so far as our space permits, one by one. 


LT. Internal Trade Finance. 


Among the agencies, financing the  mternal trade — of 
India, mention may be made of iwerchapts and coimission 
agents as the principal source. in Indian terminology — they 
are called .Lrhatiyas and are of two types, Auchcha and Pucca. 
Vhe kuchcha Arhatiya sometimes advances loans to village 
merchants and producers, generally on condition that they 
bring their produce to him and sell share cither to or through 
him. As soon as the produce is sold and weighed over for the 
customer, the seller receives payment for the same; the 
kachcha Arhatiya may allow a few days before he receives pay- 
ment from the purchaser. ‘The practice in this respect varies. 
¥or, while in some markets the buyer is required to make pav- 
ment on the same day, in others certain time limit varying 
from 3 davs to about two weeks is allowed. In so far as the 
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kachcha Arhatiya’s money is working during the gap between 
the payment to the sel.er and receipe trom tne cuscomer at the 
enu oc tne time limit granced, the kachcha Arhatiya may be 
said to occupy a piace in the internal trade finance of India. 
Ane pucca Arkatiya mainly works on behalf of the out. 
station buyers. He receives orders trom them and_ keeps 
them aintormed regarding market conditions from time to time. 
At times the representative of the buyer visits the pucca 
Arhatiya’s shop and makes purchases through him. ‘The pre- 
sence of the representative of the buycr is neither aiways 
possible nor at all times necessary. Ai times, however, partt- 
cularly when the transaction is a new one, personal presence, 
of course, avoids a lot ol trouble and at times, even alter 
creating some confidence in the mind of the customer, the 
Arhatiya proves too shrewd. But this sort. of happenings is 
few and the Arhatiya works for the customer during his 
absence, arrang-ng tor the purchase. pack, despatch. — etc. 
At times however the :lrhatiya, particularly when he happens 
to be the owner of a bigger firm, buys produce on hs own 
account as well. ‘Lhe pucca Arhatrya usually has transactions 
with kachcha Arhatiya ta whom he makes payment for produce 
purchased on behall of his chents trom whom he recovers the 
money ater on with interest. When the party is a new one, 
the pucca Arhatiya, in order to safeguard his position. takes 
carnest money from the customer usually to the extent of once- 
fourth of the total value of purchases. this money being uttilis- 
ed both for meeting incidental expenses and as margin against 
a fall in prices. The rest of the moncy, usually 75 per cent. is 
advanced by the Arhatiya. Uhe capital used by the pucca 
.trhatiya is usually his own, being supplemented from time to 
time by money obtained from relatives. friends, acquaintances 
ond at umes from banks. Sound finns of long standing have: 
large sums deposited with them and it is actually found that 
in slack season they refuse deposits or accept them at no or a 
very nominal rate of interest. The pucca Arhatiyas also 
finance the internal movement of produce. Current accounts 
are maintained with the Arhatiyas by their clients at other 
markets and interest is paid on outstanding balance. Where 
goods are consigned to distant markets on their own account 
for commission sale by Arhattyas, an advance of anything 
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between 70 and 85 per cent of ihe value is drawn against the 
cons.gnce. “his advance and the interest thereon are adjusted 
when the final accounts of the who.e consigninent are made 
out. Side by side with their business as merchant and com- 
mission agent, some of these pucca- Arhattyas have got banking 
funcuions like advancing Jozns, discounting hund.s and bis of 
exchange, etc. 

{Immediately after merchants and commission agents who 
are by far the most imporiant agency in financing inland 
trade of India, come the shroffs or indigenous bankers, advan- 
cing loans on the: security of goods. Vhey play a very im- 
portant part in financing the internal trade of the country 
and belong mostly to the Marwari, Multani and Sindhi comu- 
nities and are established in large number in practicaily all 
the chief markets of the country. When the Arhatiyas require 
funds, resort is usualy taken to the indigenous banker, and 
not to the joint stock bank in the first instance. They are 
preferred to banks, because they have a personal contact with 
their clients, and because they transact business at odd hours 
on elastic terms and avoid certain forma:ities insisted upon by 
banks. “Phe pucca Arhatiyas are financed by shroffs and indi- 
genous bankers through the med.um of prom ssory notes or 
muddati hundis or long term drafts or bills of exchange at 
varying rates ol intcrest depending upon individual circums: 
tances and money market conditions. When large amounts 
are involved, promissory note is used in order to save stamp 
duty. There is another and more important reason for which 
also promissory note is liked, vwz., that since it is not a negotia- 
ble instrument, it entails little publicity, a | factor which is 
much emphasized upon in Indian business. The rules regard- 
ing repayment are never strict. Those firms which can 
manage to get loans on promissory note do not use hundt in 
general. Some indigenous bankers who maintain link with 
the joint stock banks, and often take advances from them, do 
not however take promissory note in so far as it is not nego- 
tiable instrument and would therefore not be taken by the 
banks. On occasions loans are also granted against stocks of 
produce and in that case the procedure is the same as that 
followed by the joint-stock banks. less unnecessary formalities. 
The indigenous bankers also advance loans on personal security 
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and discount hundis. In recent vears there has been a 
marked change in the activity of indigenous bankers and they 
are coming to combine trade with banking more and more. 
Some have explained this as being due to their preference to 
‘speculative’ activity which is connected with trade; but the 
main reason is that their original business has been encroach- 
ed upon by the gradual spread of banking system. 

Whatever that may be, the shroff is inherent and unavoid- 
able in the trade and commerce of the country. To-day, the 
shroffs and modern banks work side by side, and although the 
importance of the former has declined to+some extent owing 
to the expansion of modern banking facilities, he still plays a 
much greater part in financing the internal trade of the 
country than the joint-stock banks. The reasons for, this sur- 
vival are many. In the first place, the indigenous banker is 
a proditct of the Indian soil and is therefore more adjusted 
to the economic system. Secondly, his business is facilitated 
‘because of close personal contact with and intimate knowledge 
of the family history of their clients, and details regarding their 
creditworthiness and business standing and __ reputation. 
This enables him to avoid many of the formalities so much 
emphasized upon by the modern banks to the disgust of their 
clients. This is not all. A more important factor, adding to 
his advantageous position, is that after making loans, he can 
constantly observe the behaviour of his clients and the manner 
in which money 1s utilised. But then the institution of indi- 
genous banking has become old and therefore needs recons- 
truction if it is to survive for long in sound condition. It 
was pointed out by the Indian Central Banking Enqutry 
Committee that there 1s room for improving the efficiency and 
extent of the shroff’s business. Fhe main lines in which 
improvement is to be effected were suggested as follows by the 
Committee: . 

(1) Licensing of shroffs who agree to operate on purely 
hanking business; 

(2) Formation of associations to standardise business 
practice; and ) 

(3) Proviston for better discounting facilities and  co- 
operation with joint stock banks. 

' - Banks’ as a rule do not: make any advances to cultivators 
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but loans are sometimes granted to merchants “and comuis- 
sion agents on the security of goods stocked, under their own 
lock and key in their own godowns or in approved godowns 
belonging to the merghants themselves. A sum of money 
varying between 65 and 75 per cent of the current value’ of 
the produce is advanced. The funds are not withdrawn all at 
once but are placed to the credit of the borrower and may be 
lrawn at his convenience. If prices rise and it is expected 
that the rise is not a short period phenomenon, the market 
value of goods increase and so also the borrowing power of the 
client to that extent. In the same way, if prices fall, the 
bank requires the borrower to refund as much of the original 
advances as may be essential for keeping the margin fixed by 
the bank intact. Goods thus stocked are in general insured 
against fire. Withdrawals of stocks are allowed against 
deposit of funds provided the margin between the total value 
of the produce pledged and the loans advanced do not fall 
below 25 per cent its a resuhy of fluctuation in- prices. Banks 
sometimes form a pool in order to keep the rate of imterest 
high. But this is not tco Common a feature in this country. In 
addition to the provision of credit against the security of 
pledged stocks, the banks also buy and discount hundis, 
remit money by telegraphic transfer and provide accommoda- 
tion necessary for the conduct of trade. Banks do not how- 
ever advance loans against muddati hundis. Apart from these, 
the banks also finance approved merchants by allowing cash 
credit, the linut of which is fixed in each individual case after 
making due enquiries into the business standing and reputa- 
tion, creditworthiness, etc, of the prospective client. The 
approved firms are then allowed to draw money from their 
bankers up to the credit limit on the basis of currency drafts 
GQnuddatt hundt) oy promissory uotes. Such credit is not how- 
ever enjoyed by every firm and a small concern may sometimes 
arrange to obtain advances from a bank through a larger firm 
who has an approved credit with the bank. The rate of inter- 
est in such loans is comparatively sinmall in so far as these loans 
may be recalled at a short notice. Besides, the banks help in 
financing the movement of crop by remitting necessary funds 


to assist purchases and by discounting demand drafts and 
chundis. 
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The part played by co-operative societies in the supply 
of distributor’s finance is meagre. The purely credit societies 
which constitute a major part of the movement are not 
directly concerned with the question of trade finance. This 
attitude of the co-operative socicties is not at all encouraging. 
A much better solution can be found if the co-operative 
societies adopt a middle course between the indigenous banker 
on the one hand and commercial bank on the other. It 
should transact business more or less on the limits followed by 
commercial banks, but like indigenous banker it should avoid 
all unnecessary formalities which may be of inconvenience to 
the co-operators. ‘This function should conveniently be com- 
b:ned with the existing function of the credit societies, so thai 
the members would be able to realise better price by spread- 
ing their sales over a longer period. A notable devetopment 
of co-operative movement in this field on a small scale is to be 
found in Behar and Orissa where grain golas have been orga- 
nised. The primary purpose of these grain golay is to inake 
loans of grain to imembers, particularly for seed purposes. 
Scme of these golas are afiiliated to Central Co-operative Banks. 
but most of them operate independently. Advances are in 
general made in kind though cash credit may also be given on 
a limited sale. 

{In ‘some of the bigger markets, such as Arritsar and 
Hapur, the local Grain ‘Trade Association or Grain Exchanges. 
finance the storage of wheat out of sum which accumulate 
with them from margin monev or deposits against future 
contracts. At times. the funds offered are considerable. In 
so far as the managemert of the Grain Trade Associations is 
usually acquainted with the business standing and. credit- 
worthiness of local traders, the investment of these idle funds 
does not involve too much of a risk. However, in so far as 
these funds can be available only to a limited number of 
persons of guaranteed business reputation, this source of 
finance can be regarded as extremely meagre. 

Finally we must consider how the exporters provide them- 
selves with funds in making purchases in inland centres. The 
exporters provide themselves with funds by selling sterling 
b'lls of exchange usually drawn at three months’ sight or 
telegraphic transfers to exchange banks which’ handle foreign 
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exchange at various port headquarters of the firms in ques- 
tion. Anothe: source of local funds arises from the saie pro- 
ceeds of imported goods. Funds obtained in this way are 
utilised for purchasing indigenous products. Where receip.s 
However exceed local requirements. the surplus funds are 
remitted to London by the purchase of sterling tecegraphic 
transfers. The financing of up-country buying agencies has 
undergone much modification. Previously, for greater safety, 
currency notes, in halves, were often sent by reg sterea post 
or messenger from the up-country headquarters of the shippers 
to some of the smaller sub-agencies or outstations, the 
second halves being forwarded only after acknowledgement 
of the receipt of the first halves. Specie in the form of silver 
used also to be sent to buying centres under escort; but since 
the spread of banking faciliies and the increased circulation 
of coin and currency notes. these measures are rarely ftoliowed 
at present. At present up-counury buying agencies arc 
normally financed by the sale locally of the firm’s hundis 
drawn on the port headquarters or funds may be remitted by 
telegraphic transfer through the Imperial Bank cl India on 
other exchange banks. In some cases. .lihatiyas — are 
authorised to finance upcountry agencies, the Arhatiyas being 
repaid by cheques or draits. “The exporters pav 70 to 80 per 
cent of the value of goods sold to them on presentation of the: 
Railway Receipt and the accounts are finally cleared after the 
produce has been finally sampled and weighed at the agency 
or port according as the goods are purchased at the agency 
pass or port pass basis. Some of the big = cxporting firms 
advance loans on stocks of produce pledged. like banks. on 
simitar conditions. 

No less important is the inland remittance of funds for the: 
internal trade finance. Remittances may be made by means 
of Darshani Hundi, bank draft or telegraphic transfer or by 
actually remitting cash under reg‘stered and insured cover. 
However, it is usually customary to send money by darshani 
hundi for the adjustment of trade accounts between different 
markets. The consignee may purchase a darshani hundi 
payable at the consignor’s market. or as more often happens, 
the consignor may draw on the consignee and_ discount 
the hundi in his own market or with some local bank. Banks. 
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/ 
usually make advances only against such /eundis as are accom- 
panied by Railway Receipts. It is usually customary for 
consignors to send the Railway Receipts for collection through 
abanx. The R/R is accompanied by a darshant hundi 
drawn on the consignee and it is only delivered to the latter 
when the hund: has been duly honoured by him. Where 
‘banking facility is not available or is not availed of, an alter- 
native method of receiving payment for goods despatched is 
that the Railway receipt and the accompanying hundi are 
forwarded for collection to some reliable firm at destination. 
Where however the consignor is fully satished regarding the 
-credit-worthiness of the consignee and/or the relation between 
the two parties is of long standing, the R/R may be sent 
-direct to the latter. Where a small amount is involved, it is 
more convenient to avail of the device of mail order business 
OF sending R/R per V. V. P. For goods consigned on com- 
mission sale, the usual custom is to draw on the consignee io 
the extent of 75 to 80 per cent of the invoice value and where 
goods are consigned to order, the full value of the goods is 
drawn. 


I], Financing of Coasting Trade of Inaia. 


Phe coasting tiade of India is not anything new. Any 
country having an extensive coast line is bound to develop 
this kind of trade. India is no exception. And although the 
vo.ume and value of the coastiug trade are much less when 
compared with her foreign trade as well as her inland trade, 
they are by no means negligible. Until recently this coasting 
trade as also the foreign trade became a virtual monopoly 
‘OF non-Indian shipping companies. Yet in recent years, 
‘the Indians have, inspite of all obstacles placed in their 
way, have pushed forward in matters of coasting trade. The 
need for the reservation of coastal traffic for Indian ‘shipping 
will be considered in the third volume of the present work. 
For the present we shall restrict ourselves to a discussion of 
financing of the coasting trade of India. 

It is well-known that the coastal trafic to-day is being 
carried both by steam ships and sailing vessels. The intro- 
«luction of steamship is but a recent innovation and the age- 
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long practice is to carry goods by sailing ships. Even to this. 
day, the sailing ship has not been totally ousted from the 
competitive ground. It is true that steam ships have several 
advantages over the sailing vessels, but -the latter also have 
certain advantages of their own over the steam ships which 
have enabled them to continue in the field. According to- 
the estimate of the Sorley Committee, the total number of 
vessels of the sailing type in the west coas! of India in 1941-42 
was 4,768, the total tonnage being 206,721 According to K. B. 
Vaidya, the total number of vessels in 1943 increased 16. 
about 5,300. 

So far as the coasting trade carried by steam. ships ts 
concerned, the financing is not either peculiar or different 
and all up-to-date banking and insurance facilities are avail. 
able to them. But not so in case of the sailing vessel traffic. 
in which the old indigenous process of financing is followed 
even to this day. Of course. in old times the need for 
finance of coasting trade was very much limited, partly due 
to the dearth of banking houses with their branches and 
agencies and partly due to the peculiar nature of the trade in 
which barter was very much common. the merchant acting 
ws the intermediarv im the exchange of goods between two 
places. [In any way, to such extent as financing of coasting 
trade was essential, those couccrned had devised their own 
method. Broadly, there were two methods. In the first: place. 
the financing was done through some banking houses wth 
the aid of fundies. The purchaser would advise the seller 
to draw a Rundi on him through a particular banking house 
or merchant engaged in’ banking business. “The fatter used 
to have branches or agents in the other centre. to whom the 
hundi was sent for presentation to the debtor. When — the 
debtor honoured the umd, the agent or the branch = officer 
intimated his principal of the same and the transaction was 
closed between them bv book entries. The principal who 
had debited the amount would pay the same to the creditor. 
The merchant or banking house used to vet commission for 
this service. In case the Jamdi was dishonoured. the branch 
authority or the agent of the banking house in the other 
centre was instructed to take delivery of the goods and dis- 
pose them of at as best possible a price as it could and intimate 
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the principal of the same so that he would pay the sum 
to the sender. In the other case however the payment to the 
sender is already made by the banker, who, then, draws a 
shunde on the purchaser payable to the agent of the banker. 
The banker gets a commission for this service. In one case. 
the function is one of collection of the amount of the hund., 
in the oiher case, however, the sum is advanced by the banker 
and it is recovered by him from the purchaser. In case the 
purchaser is unknown or not thoroughly known, the banker 
before agreeing to make advances, would demand a part o1 
full value of the goods te be remitted to him by the pur- 
‘chaser. No such demand was made in case the party was 
theroughly known. The second practice is of more recent 
-or.gin, the first one being the only one prevalent in ancient 
times. During the years of second world war the = situation 
has altered and organised banking has come forward, though 
to a limited extent, in financing coasting trade. When the 
credit of the parties in the deal is sufficient, the banks become 
ready to advance even full amount. = In other cases, however, 
the banks come ready to discount the shipper’s bill only when 
it-is accompanied by the requisite insurance policy. Thus 
the organised banks also are gradually coming forward in. the 


“field. 


WI. External Tiade Finance. 


Before we take up the = discussion on external trade 
finance in Ind'ta, we shall devote seme spacc--which is noi 
-altogether unnecessary—to external trade finance in other 
countries, in order to drive home the fact that the exporter 
as well as the importer in other countries is in much favoured 
pesition. The growing dissatisfaction of the Indian business 
community who handle foreign trade of the country to some 
-extent, however negligible, became expressed before — the 
Indian) Gentrai Banking Enquiry Committee. There was 
ample reason for that, and although nothing has as yet been 
‘done to remove the standing grievances, yet this expression 
has made it clear how much handicapped the Indian trading 
‘community is in matters of the foreign trade of their own 
‘country. The external trade finance has. broadly speaking, .two 
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aspects—how debtors remit money and how creditors draw 
money, in brief, debtor's remittance and creditor’s drawing. 
We shall take up these two one by one. 

What is debtor’s remittancer In the simplest case, the 
exporter sends the documents direct to the importer and it is 
for the latter to arrange for the remittance of money in accord- 
ance with the invoice value. If no arrangement has been 
made between “them regarding the credit period, it is intended 
that the payinent shculd be ‘‘sight” payment. ‘This payment 
is known as Debtor’s Remittance. But the next question 1s, 
how should the debtor remit the monev? He can do it in 
various ways. He may get hold of the currency of the country 
to which payment is to be made and send it or he may send 
specie or even coins. But in actual practice this course 
would be exceptional in so far as the remittance of specie or 
coins not) only involves ereat cost but also cnormous risks. 
Vhe debtor may take another course. ‘The debtor in thts 
country may have sums due to him by his debtors in the 
creditor’s country which he can arrange to be pa‘d to h's 
creditor in the othe: country or there may be some reciprocal 
dealings between the two parties, both being debtor and 
creditor at one and the same time. In either case, the balance, 
after the accounts are adjusted, is to be paid. The debtor 
may remit the money (or the balance money) by purchasing 
bills of exchange on the creditor’s country arising from his 
countrys exports and sending them to his creditors who may 
realise the money frem the debtors in their own country. But 
a perfect coincidence between the debt of the importer in 
this country and the value of the bill of exchange is a thing 
which it is too much to expect. ‘The best method is therefore 
to seek the assistance of the bank who will issue their own 
draft on their correspondent in the creditor’s country—pro- 
vided, of course, the same bank has its branch or correspondent 
in the other country—for the amount of the debt. Apart from 
this, there are two other methods—-telegraphic transfer and 
mail transfer. Telegraphic transfer is used when the parties 
ure in a hurry to settle the account. In that case the debtor 
will arrange with his bank to cable the money either to the 
creditor direct or to his banker. ,In case the remittance is 
not extremely urgent and the cari not willing, to incur the 
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expenses of cabling the money, the debtor's bank will send 
Mail Transfer or Mail Payment Order. if necessary by Air 
Mail. The arrangement is that the debtor’s bank sends a letter 
to their correspondent instructing him to pay the creditor 
the amount of the debt direct or through the latter's 
bank. So tar we have discussed the case of sight’) payment. 
But sight payment is not very common. [nN most contracts it 
is agreed that the credit period is to bc allowed and = it) com. 
mences from the date of the arrival of documents, and not 
from the arrival of goods, unless previously agreed. 

ft is clear that in case of debtor's remittance. a certain 
period of time is lost before payment is made, whether credit 
period is allowed or not. For, the period from. the ume of 
shipment of goods until eventual payment is one in which the 
seller is trusting his money to the buyer. This arrangement 
the seller mav not like and he may prefer creditor's drawing. 
in which the seller draws a bill of exchange and hands it over. 
along with other documents, to the bank for collection of the 
valuc of the bill. “The bills may be of two types according as 
they are surrendered on payment or on acceptance—D. P. and 
I). A. bills, as thev are usually called. But. from = the stand- 
point of the seller trouble arises when a bill is handed over to 
the banker for ccllection. ‘For. in this case the exporter does 
not get the money all at once but has to wait for a remittance 
or a letier of advice from the drawee’s centre before he gets 
his money. During this period his money will remain idle. 
If there is an agreement between the two parties. he can 
charge interest Gn this money; but that is not always the case. 
Hence the bank domes forward and either buys the bills or 
lends money against them. The bank will purchase the bill only 
when the party is known to the bank or the bank is assured of 
the credit-worthiness of the parties, in particular of the drawer. 
For. in case the drawer refuses to pay, the bank comes back 
to the exporter, who, as one of the signatories to the bill, 
agrees that the bill will be met. -The banks discount clean 
bills only on rare occasions, when the parties are thoroughly 
known and their credit-worthiness perfectly assured. There 
fore the banks prefer documentary bills where they 
have also the securit. of poods exported. When the 
transaction takes place in foreign currency, 11 is not known as 
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discount but as negotiation. In this case, when the bill is 
negotiated, the exporters get an amount according to the 
existing rate of exchange between the two currencies, after of 
course ailowing a margin for any immediate change in eXx- 
change rate, cost of collection, discount of bills at foreign 
centre, and any other expenses. 

Sometimes the bank advances money against the security 
of the bill. The exporter, in this case, gives the bank a letter 
of hypothecation, hands over the bill for collection and asks 
for accommodation against its security. It is not the practice 
with the banker to advance the full value of the bill; he always 
keeps a margin as safety and prepares a certain percentage of 
the value according to the nature of the transaction and those 
of the parties involved in the deal. Another type of credit, 
which is more often used when goods are shipped ‘‘on con- 
signment” to some agent of the exporter, instead of to some 
foreign importei, is known as exporter’s credit. The arrange- 
ment is like this. The exporter approaches the bank for ac- 
commodation in the form of acceptance credit and if the 
accommodation is allowed, the exporter draws bills on the bank 
according to his requirements, of course, within the limit of 
total amount outstanding which has been agreed upon and 
provided that the security offered covers bank acceptance after 
leaving a good margin for security. When the goods arrive 
in the country of import, they are stored in a warehouse 
under the control of the bank or its agent. 

Let us now consider the question of trade finance from 
the standpoint of the importer. First of all, let us consider 
the case of banks acting as agents for foreign collections 
inwards. In this case, the bank inside the country of import 
may act as agent for foreign collections inwards. If the bill 
happens to be a D/P bill, some difficulty arises for the drawee 
in so far as he has to make payment before he gets hold of the 
documents of title. Therefore what is usually done is that 
the drawee xequests the drawer to send the bill for collection 
through his banker, the collection being made through the 
bank of the drawce. Accordingly, the drawer when lodging 
the collection with his bank in foreign centre may stipulate 
that it is to be through a particular bank, being the bank of 
the drawee. The advantage of this arrangement is that since 
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the drawee’s bark knows the financial standing of its client, it 
may violate the instructions,- on its own responsibility, of 
course, and allow the drawee access to goods before the pay- 
ment is made. From the standpoint of law, the drawee’s hank 
secures its position by taking a ‘Trust Receipt from him. 
Another variety of credit used by importers is documen- 
tary credit. In its simplest form, the opening of credit can be 
done by the importer in his own books. he trade order 
that he has placed is regarded by the importer as a pledge ct 
his own credit given to the exporter for providing for eventual 
payment and he sends a letter or cable to the exporter to the 
effect that he has accredited him for the amount in his 
accounts. When this type of documentary eredit is opened, 
the practice most often is to send the letter or cable through 
the bank, in order to ensure the validity of the contract and 
to strengthen the legal claim of the exporter for the value of 
goods sent. A more complicated type of documentary credit 
is negotiation credit in which the buyer instructs his bank to 
arrange for the purchase of drafts drawn on him by a bank 
in the country of export. When this instruction is received, 
the importer’s bank requests its own branch, if any, or its 
correspondent in the exporter’s place to negotiate the bills on 
its client up to a certain amount; provided the bill is in 
order arid accompanied by appropriate documents. Since the 
whole transaction takes place through banks or their corres- 
pondents, there is a greater degree of security, particularly for 
the bank or correspondent in the country of export. These 
bills are discounted at a less favourable trade bill rate. So far 
as discount rate is concerned, an improved type of credit is 
bank, credit, in which the eredit of the bank is substituted for 
the credit of the individual or frm or company importing 
goods. For, in this case, the exporter instructs the importer 
to open credit with some bank, under which the bill will be 
‘drawn on the. bank and not on the importer. Since the bank 
figures important, the rate of discount is comparatively cheaper 
than that in documentary credit. The bank credit may be 
either revocable or irrevocable. In the former case the 
issuing bank can withdraw eredit at any time without notice, 
which it cannot do in case of irrevocable one. It may however 
te asked that if, in case of revocable credit, it cam be with 
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drawn without notice, it will create enormous trouble fer the 
importer, for he may only find, when goods are in transit, 
the credit revoked ai the sweetwill of the bank. But it is more 
often resorted to because of the fact that in case of revocable 
credit, the bill is drawn, not on the importer, but on the bank 
and therefore it gets the best discount rate. And although it 
is revacable, it is not the underlying feature of any trade- to 
put any party in difficulty, and the least in banking. At the 
same time the bank’s position is more safe in so far as tt can 
withdraw the facility in the event of malafides by the seller. 
Where a stream of purchases are concerned, a more convenient 
type of credit is running or revolving credit, which unplies 
credit arranged through a particular correspondent of the 
importer’s bank in the exporter’s centre by which bills up to a 
certain amount are permitted to be outstanding at any one 
time. “This variety of credit has the advantage that it saves 
the buyer and his bank the trouble of constantly opening new 
credits. When goods to the cxtent of the value of the 
maximum limit allowed have been exported, the credit is 
considered to be temporarily exhausted. When however the 
first bill is paid, and advice to that effect is received, a further 
bill can be negotiated and the process will go on in this wav. 
Now let us turn to conditions in India. When goods are 
exported from India, export bills are drawn by the exporter, 
usually for a currency of three months, against credit opened. 
by the importers in other countries with London banks and 
finance houses and advised to India through the medium of 
exchange banks. The bills are drawn in sterling although for 
Japan and China they are drawn in yen and rupee respective- 
ly. The bills usually used in the export trade of the country 
are D/A bills which, as already noted, are usually for «a 
currency of three months, the rate of interest on which being 
naturally higher than that for a demand bill, When = an 
Indian exporter has drawn a bill, he takes it to an exchange 
bank and discounts it. The bills are scarcely given for coltec- 
tion, for, in that case the exporter will have to wait for a 
certain period before he xeceives payment. ‘The banks, after 
receiving the bills, sead these bills to London and present 
them fer acceptance, and after endoxsement by exchange 
hanks im Leadon, the bills axe usually discounted in the open 
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market. This is done because the banks do not hold the bills 
till maturity unless of course the money market cOnEAEOnE art 
quite easy. 

The export trade finance can be better understood if we 
take a concrete case, say, of oilseeds. As already noted, there 
are two types of shipper firms—those of Indian and those of 
non-Indian origins. The Indian export houses handle a 
negligible amount of transaction. They effect’ their sales. 
through their representatives or brokers working at important 
continental ports. Before the Indian shipper gives an under- 
taking for shipment. he 1equires that his customer should open 
in his favour an irrevocable letter of credit through an 
exchange bank. ‘This letter of credit not only facilitates 
discounting of bills, accompanied by shipping documents, 
with the said exchange bank, but also enables the Indian 
shipper, if he be in need of funds for effecting purchase, to 
obtain advance against shipment, by executing a deed 
thereby giving an undertaking that he would ship goods by 
-a particular time and negotiate bills through the bank. 

So far as foreign export houses are concerned, the 
exchange banks distinguish between three categories,—first. 
second and third classes-—in accordance with their business 
standing and reputation. The exchange banks are prepared 
to buy clean bills from first class export houses. They also 
accommodate them in another way, viz., by accepting 2 
documentary or clean ‘‘House Paper”, which is nothing but 
a bill which is drawn by exporter on its Head Office or brancly 
at the other end. The second class export houses receive the 
same sort of treatment as Indian shippers. Even the reputed 
Indian shipper cannot get the same sort of accommodation as 
a first class non-Indian shipper. 

The firms in the third category—which contains many of 
the-Indian firms who fail to get a lettcr of credit opened in 
their favour by the importer—are in the most inconvenient 
position. In. this case, the exporter consigns his goods 
through the banker and is piven an advance to the extent of 
60 to 70 per cent of the market price of goods. No bill is 
drawn under this arrangement, the goods being stored and 
coritroHed by the  banker’s agent or branch at destination, 
There ne goods a are delivered only against payment and after 
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the goods are sold out, the accounts of the exporter in the 
bank are adjusted. 

Che import trade of India is financed in one of the two 
ways. A small portion is financed by what is called accept- 
ance credit. A London exporter who is sufficiently known to 
some London bank and is allowed to draw on it will draw 
bills for his exports, get ehem accepted by the bank and then 
discount them in the London money market. ‘This is an ins- 
tance of the opening of acceptance credit by the banker of the 
exporter in the interest of the latter. Another type of accept- 
ance credit is also to be found in which it is furnished in 
connection with export bills and is opened by the banker of 
the impcrter in favour of the exporter. In this case, ‘the 
accepting bank...... forwards the relative documents to its 
branch abroad for collection of the proceeds of the bills from 
the London exporting firm’s foreign office in India and a 
yemittance is sent to London at or before the maturity of the 
hill.” 

But the greater portion of the India’s import trade is 
financed by 60 days’ bills. usuaiiy on D/P terms, drawn on 
Indian importers. ‘The importer authorises the bank to 
make advances to the exporter on presentation to the bank of 
the bills of exchange and complete shipping documents, 
But so far as the Indian importer is concerned, he has to pay. 
interest on thesc bills, from the date of the bill to the approxi- 
mate date of arrival of proceeds in London. These bills are 
not generally discounted in the London money market because 
‘the funds invested in them yield a higher rate of interest than 
can be secured in London on the proceeds that may be 
obtained by discounting them. ‘Uhat is why thev are held by 
the banks till maturity when they send them to India for 
collection. ‘The Indian importer has not onty to pay higher 
rate of interest ove: the whole period till maturity; he has also 
to suffer the consequences of the bill being on D/P terms. For, 
before he makes payment he is not entitled to obtain goods. 
The shipping documents go to the banks with the bills and 
they hold the goods till they are delivered to the consignee or 
his agent. Previously the banks used to allow piecemeal 
delivery free but ‘“‘they have practically stopped.” If the 
consignee needs funds for taking delivery of goods, he is given 
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a loan against the security of the goods up to twelve months or 
even longer. Piecemeal clearance of goods is however allowed 
in cases in which the importing houses tinance the merchants. 
Goods are usually stored in Port Trust warehouse and the 
delivery order is given by-the importing firms. 

It has been pointed out by the Bombay Banking Enquiry 
Committee that ‘‘the existence of Port Trust warehouses. 
coupled with that of the well-organised system of credit given 
by exchange banks and importing houses has resulted in the 
adequate financing of trade In imported goods.” But the 
evidences given by Indian importers to the Central Banking 
Enquiry Committee tells a different tale. ‘Fhus it was consi- 
dered by the Indian Chamber of Commerce and several India 
witnesses that the financing of the foreign trade of India is. 
from the Indian pomt of view in most unsatisfactory condition. 
As alread, noted, the Indian merchants who import from 
abroad cannot do so on. D/A terms but have to do business 
on D/P terms only. The representatives of the exchange 
banks tried to repudiate the charges, first. on the ground that 
the practice followed by the exchange banks in releasing im-: 
ported goods on trust receipts tantamount, in their opinion, to 
drawing bills on D/A terms and secondly that D/A. terms 
are mostly arranged between the exporter abroad and impor- 
ter im this tountry and that the reason for the present practice 
of drawing invariably on D/P terms is probably that 
importers are mostly people with limited ineans. It has been 
pemted out by the exchange banks that they cannot grant 
D/A terms without instructions from the exporter abroad. 
{t has however been contended by the Indian importers that 
the lack of such D/A facilities is in some cases due to the 
unfavourable references given by the exchange banks, but the 
representatives of the latter have pointed out that bank 
references are not the sole basis of guidance to the exporter 
abroad who also ‘trices to get into touch with the importer in 
India through 4 travelling agent, and unless he is thoroughly 
satisfied, he does not allow D/A terms. Whatever the reason, 
the fact that discrimination against Indian importers. takes 
place cannot be.denied. The much talked of ‘‘practice of re: 
leasing impotted gonds on trust receipts” is not equivalent to 
D/A terms, as it involves higher charges on account of loans 
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obtained on.trust receipts. Another grievance brought to the 
notice of the Central Banking Enquiry Committee was that in 
order to get a confirmed letter of credit, even first class Indiar 
importing firms are required to make a deposit of 10 to 15 
per cent of the value of the goods with the exchange banks, 
while European houses in Calcutta are not required to make 
such deposits. The representatives of exchange banks pointed 
out that at least 9/10ths.of the import business is done with- 
out credits at all and that the question of deposits in other 
cases really depends upon the standing of the importer and 
also to some extent on the nature of the commodities 
imported. Their contention is to some extent true. For, the 
“greater part of the foreign trade of India is in non-Indian 
hands. Therefore in their case the question of taking 
deposits does not arise. The discrimination takes place 
against Indian concerns. The representatives of the exchange 
banks have explained this by. stating that a large part 
of the import business is carried on without credits and 
that with regard to that part which is done with credits, no 
discrimination is done between Indian and non-Indian impcr- 
ters. Whatever the reason, in competition the Indian firms 
are alt a disadvantage. - Similarly complaint has been made 
that the banks do not generally discount the bills of Indian 
exporters without margins and securities; but this is not done 
m case of non-Indian firms. The representatives of the 
exchange banks have explained this by stating that in case of 
the latter. arrangements exist at the other end which make it 
safe for the banks to pay full discounted value of the docu- 
mentary bills. But still it must be admitted that the Indian 
firms are at disadvantage. 

It was long ago pointcd out by Keynes in his ZIndtart 
Currency and Exchange that there is prima facte some danger 
to the stability of the Indian financial system in the fact that 
its money market is largely financed by funds raised not per- 
manéntly, but for short periods, in a far distant foreign centre. 
it is, of course, true that Keynesian prophesy has not proved 
very much correct because of the fact that the exchange banks 
have betn able to ratse funds in India; but yet it is unfortu- 
mate that Indian banks have so far practically aveided foreign | 
exchange business. According to the Cental Sanking 


440 INDIAN BUSINESS 


Enquiry Committee, the main reasons for this have been the 
competition of well-established non-Indian foreign exchange 
banks whose position is very much strong in respect of capital 
and reserve, non-existence of overseas branches of Indian 
banks, full occupation’ of the resources of Indian banks 
in internal business which is more profitable in charac- 
ter in comparison to foreign exchange business, etc. The 
weakness of Indian banks from the standpoint of capital and 
reserves and existence of branches overseas cannot be denied. 
But it is not proper to say that foreign exchange business is 
not sufficiently profit-earning, 1s is the experience of some 
Indian banks in this business, although to a_ very limited 
extent. But the real cause of non-participation is the lack of 
experience on the part of Indian banks and consequent un- 
willingness on their part to participate in this field of business. 
Another and a more important reason, as revealed from the 
working of the Tata Industrial Bank, is ‘‘that of obtaining 
sufficient import bills. A large portfolio of only export bills 
entails commensurate forward ‘T. T. sales by way of cover, 
with the result that profits are partially curtailed.” 

Now let us study in brief how these foreign exchange 
banks carry on the transaction. The understanding of the 
operation requires a knowledge of the trade balance of — the 
country. ~ When exports from, and imports to, a country are 
balanced, no special problem arises, because the trade  condi- 
tion may be said to be balanced. But so tar as India is con- 
cerned, in normal years, she has a favourable balance of trade, 
with the result that the proceeds of import bills received py 
the Indian. branches ‘of the exchange banks for collection are 
in most years, even when supplemented by considerable 
deposits that they obtain, insufhcient to provide funds for 
the purchase of all the exporters’ bills offered to them. The 
banks place themselves in funds bv re-discounting their bills 
with the Imperial Bank of India and the Reserve Bank of 
India, by selling sterling drafts on London to the Reserve 
Bank; and by importing sovereigns and gold and_ silver 
bullion. 

Prior to May, 1923, and to a certain extent up to March, 
1925, the obligations of the Government of India in England 
in connection with Home charges, stores purchasé, etc., used 
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to be met by the sale by the Secretary of State for India 
-of Rupee bills of exchange, usually known as Council Bills, and 
.telegraphic transfers payable at the ‘Treasuries in India. 
But this was not the only objective behind the sale of Council 
Bills and telegraphic transfer; (both together known 4s 
‘Council Drafts). For, at times the device was stopped in 
-order to force up the exchange value of the rupee by a tem- 
porary cessation of the sale of Council Drafts. This had the 
-effect of making rupee scarce and tended to raise the exchange 
value of rupee in terms of sterling, as was the case for some 
vears after 1893. When in 1898 the exchange value of the 
rupee had sufficiently risen, an Act was passed authorising the 
sale of Council Drafts against gold set aside at the Bank of 
England as part of the Indian Paper Currency Reserve and 
notes of corresponding value were issued in India to meet 
Council Drafts. Among various other objectives behind the 
- device, one very important objective was ‘‘that of securing the 
-convenience of trade and that of so manipulating the disposi- 
tion and location of the resources of the Government as to give 
the fullest effect to Government policy in matters of currency, 
-exchange and finance.” ‘The device functions like _ this. 
Whenever there was a demand for remittance to India and 
money was wanted for any purpose by the Secretary of State, 
.an announcement was made on each Wednesday as to the 
total amount for which Council Bills and telegraphic transfers 
were to be sold on next Wednesday. Tenders were invited 
from intending purchasers and allotments were made to the 
highest bidder, subject to a minimum price. On intermediate 
- days, Intermediate or Special Bills were made available at a 
‘somewhat higher rate, the exact rate and minimum amount of 
. such offers being fixed for the week on each Wednesday. 
This system of sale of Council Bills in England was replaced 
by that of purchase of sterling in India—to a certain extent 
‘since May, 1923, and entirely from March, 1925. In 1923-24, 
while the weekly sales of Council Bills continued as_ before, 
the sale of intermediaries at higher, rates, was stopped and 
-replaced by the purchase of sterling in India from banks and 
' private financial houses willing to sell their sterling resources 
in London for rupees offered to them in India. These pur- 
-thases were conducted by the Government through the agency 
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of the Imperial Bank. In 1924-25 the purchase of sterling. 
became the principal method of remittance; the weekly sale of 

Council Bills was occasionally taken up when a steady and 

continuous demand for Council Bills manifested itself. Dur- 

ing 1925-26, the old system was not at all used and its place- 
was occupied by the system of sterling purchase. Too much 

was made of the new device by Sir Basil Blackett when he 

said that ‘‘our purchases of sterling have enabled us to ease. 
the market in two ways. First of all the rupees we paid out 

for purchases of sterling, were available for the banks and 

others for the purpose of re-lending......In addition, in order 

to put the Government of India in funds with which to. 
purchase sterling and also to increase the amount of currency 

available for general trade purposes in India, the Government 

of India have to the extent of Rs. 6 crores already added to the - 
amount of currency in India by transferring money from the - 
Secretary of State’s balances to the Paper Curnency Reserve in 

London and issuing rupees against it.” The Hilton 

Young Commission recommended the purchase of © sterling 
by competitive public tender and the publication of the week- 

ly returns of remittances. Accordingly, since April, 1927, the - 
systein of purchase in India by public tender has been inaugu- 

rated. The Government of India mect their sterling obliga- 

tions by the purchase of Sterling Drafts on London, for imme- 

diate delivery, by weekly auction on Wednesdays at Calcutta, 

Bonibay, Madras and Karachi. Only approved banks and 

firms can tender at these auctions and allotinents are made - 
upto the amount put up to tender. Sterling drafts are also - 
purchased on days other than Wednesday. Ordinarily most 

of the amounts offered for sale come from the exchange - 
banks. 

With the establishment of the Reserve Bank of India, the - 
responsibility of providing funds for the Government of 
India’s expenditure in England has been placed on the Bank 
and the Government of India do not now purchase ‘ sterling 
in the market, but obtain their requirements from the Bank. 
From April, 1935, onwards, the ,Reserve Bank of India has 
been placing itself in funds, to meet this responsibility, by the 
purchases made only from the banks named in Schedule H 
graph as well as at Delhi, on the same lines as before except, 
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that the purchases are made only from the banks named in 
Schedule II to the Reserve Bank of India Act and are subject 
to a minimum limit of £75,000 in each case. The system has 
cnabled the Reserve Bank of India ‘‘to take advantage of a 
firm or' rising exchange and also to prevent the appreciation of 
the rupee above the point fixed by the Reserve Bank of India 
Act. The object underlying the new system is that the 
factors influencing the immediate course of exchange can be 
much more accurately and promptly judged in India and the 
purchases can be regulated much more satisfactorily with 
reference to the varying conditions of the market......... This. 
method suits the exchange banks very well, as they can sell 
sterling to the Reserve Bank of India against their London 
balances, which are increased by their purchases of export 
bills in India, and thus immediately replenish their funds in 
this country.” 
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316. : 
Blanket & Shawl Traders’ 
Association, Calcutta—101. 
Bombay Burmah Trading Cor- 
poration, Ltd.—312. 


Litd.— 


4 
Bombay Chamber of Commerce 
—101. 
Bombay Dyeing & Mig. Co. so 
Lid. —-BA6, 419. 
Bombay Grain Dealers’ 
ciation—162. 
Bombay life 


Asso- 


Assurance Co., 


Ltd.—35o. 

Bombay Maillowners’ Associa- 
tion—62, 92, 101, 102, 270, 
389, 403. 

Bombay Piecegoods Native 
— Merchants’ Association— 
101, 128. 


Bombay Rice Merchants’ Asso- 
clation—R205. 

Bombay Stock Exchange, 
Ltd.—361-63, 367, 871-78. 


Bombay Traders’  Assocition 
-—103. 
Bowreah Cotton Mills Co., 


Ltd.—318. 


Brittania Engineering Co., 

Ltd.—397. ,; 
British American Tobacco 
Co.—69. 


British Associated Chamber of 
Commerce—335. 
British Burmah Petroleum (o. 


—89, 

British Chamber of Com-. 
merce—12, 

British India Co.—99. 

British India Corporation, 
Ltd.—97. 


British India Iron & Steel Co. 
Ltd.—97. 

Buckingham & Carnatic Co., 
Ltd.—77, 198, 340. 


Budge Budge Jute Mills Co., 
Ltd.—419. 


Buland Sugar Co., Ltd.—94, 


Bundi Portland Coment, Ltd. 
—96. 
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Burma Cement Co., Ltd.— 
100. 

Burmah Oil Co.—89, 90. 

Burrakar Coal Co., Ltd.—87, 
100, 419. 

Buyers’ and Shippers’ Cham- 


ber, Karachi—-101. 


Caleutta Bank, Ltd.—46. 

Caleutta Grarn, Oilseed 
Rice Association—101. 

Caleutta Hides and Skins 
Shippers’ Association—101. 

Caleutta Import Trades Asso- 
ciation—1 02-3. 


and 


Calcutta Industrial Bank— 
299. ; 
Caleutta Rice Merchants’ 
Association—209. 

Calcutta Safe Deposit Co., 
Ltd.—384. 


Calcutta Stock Exchange As- 
sociation——32/, 360, 361. 
Caleutta Trades Association— 

102. 
Caledonian Jute 
Ltd.—419. 
Cawnpore Sugar Works Ltd. 
—94. 
Cawnpore Textile, Ltd.—329, 
340. 
Cawnpore Woollen Mills Co., 
Ltd.—97. 


Mills Co., 


Cement Marketing Co., of 
India—96, 100. 
Central Bank of India—8], 


82, 300. 353. 
Central India Spg., Wv., & 
Mfe. Co., Ltd.—356, 419. 
C ee Coal Co., Ltd. 
—87. 

Centre] Kurkend Coal Co... Ltd. 
—341. 

Central Life—84, 


Central Marine, Claims Settle- 
ment Board—266. 

Central Mutual Life Assurance 
Society, Ltd.—86. 

(', P. Cement Co., Ltd.—96. 

Century Spg. & Mfg. Co., Ltd. 
A419. : 

Champion General Insurance 
(o., Ltd.—8d. 

Chartered Bank of India. 
Australia & China—82. 

Chemists’ Association—I163. 

City Line of Glasgow—99. 

Clive Mills Co., Ltd.—d18. 

Coimbatore Cement Co., Ltd. 
—96. 

Coimbatore Central (o-opera- 
tive Store—199. 

Colaba Land & Mill Co. Ltd. 
419, 

Comilla Union Bank, Ltd.—- 
312, 

Concrete Association of India 
—9I6. 

Coorla Spe. & Weaving Co.. 
Ltd.—419. 

Cooper Allen & Co., Ltd.—97- 

Coral Mills—91. 

Cotton Corporation—92. 

Cox & Co.—82. 


Cox & King, Ltd.—208. 


Craig Jute Mills, Ltd.—3l16, 
319, 397, 


Dacca Oriental Loan & Trad- 
ing Co., Ltd.—45. | 

Dalhousie Jute (Co., 
419. | 

Dalmia Cement, Ltd.—3817, 
323. 

Dalmia Jain & Co.—77. 

Damuda Coal Co., Ltd.—87, 

Darjeeling Himalavan | Rail- 
way Co., Ltd.—100. 


Ltd.— 


(*x1) 


Darjeeling Himalayan Rail- 
way Extension Co., Ltd.— 
100, 329. 

Dasghara Jamalpurganj Ex- 
tension—100. 

Deccan Sugar & Abkhari Co., 
Ltd.—94. 

Dehradun Tea Co., Lid.—420. 

Delta Jute Mills Co., Ltd.— 
419. 

Dewarkhand Cement Co., Ltd. 
—96. 

Dhakeswari Cotton Mills, Ltd. 
—341, 419. 

Dighwarrah Rubber Co., Ltd. 
—313. 

Duncan Bros. & Co., Ttd.—- 
V7. 


Fastern National—8). 

Kast India Coal Co., 
419, 

BK. D. Sassoon United Mills, 
Ltd.— 321. 

Kdward Sassoon Mills, Lta.— 
330. 

Elgin Mills Co., 
330, 341, 

Kmpire Engineering Co., Ltd. 
97. 

Empire Jute Co.. Ltd.—419. 

Empire Marking Board—105. 

Kmpire of India Life Assur- 
ance Co., Ltd.——3565. 

Equitable Coal Co., Ltd.—87, 
100. 

Kguity Insurance Co., Litd.— 
84. 

Exchange Banks’ Association 


—260. 


Ttd.— 


Ltd — 323 . 


Federal India—so. 
Federal India Assurance Co., 


Ltd.—84, 86. 


rn &f 


Finlay Mills, Ltd.—419. 

Forward Assurance Co., Ltd. 
—85, 86. 

Free India General Insurance 
Co., Ltd.—84. 

Frontier Insurance—84. 

F. W. Heilgers & Co.—77, 
381. 


Gagalbhai Jute Mill—93. 

Ganesh Insurance Co., Ltd.— 
85. 

General Motors—65. 

General Trading & Finance 
Co.—253. 

General Investment 
Co., Ltd.—382. 

Grenuine—85. 

George Smith & Sons—99. 

Gillanders Arbuthnot & Co.— 
25, 77. 

Girimint Coal Co., Ltd.—87. 

Glory of India—84., 

Gohpur Tea Co., Ltd.—341. 

Gondalpara Mill—419. 

Goodluck Insurance Co., Ltd. 
—84. 

Grahams Trading Co., Ltd.— 
89. 

(zreat India—84. 

Great Orient—84. 

Great Peninsular—s8}5. 

Grindlay & Co.—44. 

Grab Tea Co., Ltd.—312. 

Gwalior Cement Co., Ltd.— 
96. 


Gwalior Sugar Co., Ltd.—317. 


& Trust 





Habib Bank, Ltd.—315. 

Hambure Salt Interests—88. 

Henry 8S. King & Co.—82. 

Hindoostan Spe. & Wv. Mills 
Co., Ltd.—356. 

Hindusthan Bima—84. 


(xxii) 


Hindusthan Investment & 
Financial Trust, Ltd.—882. 

Hindusthan National—80. 

Hindusthan Security—84. 

Hooghly Bank, Ltd.—310. 

Hooghly Jute Mill—93. 

Hooghly Mills Co., Ltd.—341, 
419. 

Howrah Mills Co., Ltd.—34l 

Hukum Chand Electric 
Works—97. 

Hukum Chand Life Assurance 
Co., Ltd.—S85. 

H. V. Law & Co.—77. 


Imperial Chemical Industries 
Ltd.—317. 

Imperial Tobacco Co.—69, 

Incorporated Oil Seed Associa- 
tion, Ltd.—207. 

Indian Bank, Ltd.—3d3. 

Indian Cement Manufactur- 
ers’ Association—96. 

Indian Cement Co., Ltd.—96. 

Indian Chamber of Commerce 
—204, 438. 

Indian Engineering 
tion—101. 

Indian Industrial Bank 299. 

Indian Tron & Steel Co., Ltd. 
—97, 331, 420. 

Indian Jute Co., Ltd.—322. 

Indian Jute Mills’ Association 
—93. 

Indian Life Assurance Offices 
Association—83, 86. 

Indian Malleable 
Ltd.—-322, 383. 


Associa- 


Casting, 


Indian Manufacturing Co., 
Ltd.—356. 

Indian Mercantile Insurance 
Co., Iitd.—355, 

Indian Merchants’ Chamber— 
260. 


Steel - 


Indian Paper " Asso-' 
ciation—94, 

Indian Paper Pulp Co.—94. 

Indian: Standard Wagon Co., 
Ltd.—420. 

Indian Steel & Wire Products, 
Ltd.—822. 

Indian Sugar Mulls 
tion—95, 101. 

Indian Tarpentine & Resin, 
Co., Ltd.—313. 

[Indian Tea Association—102. 

Indigo Planters’ ae 
102. 

Indo-Aden Salt er eee 

Indo-Aden Works—88. . 


Makers’ 


_Associa- 


JIndo-Asiatic  Lnsurance G©o., 
Ltd.—84, 

Indo-Burma VPetroleum Co.— 
90). 


Indore Malwa United Mills, 
Ltd.—330, 419. 

Industrial & Prudential Assur- 
ance Co., Ltd.—3855. 

Industrial Bank of Western 
India—300. 

Industrial Investment Trust, 


Ltd.—382. be 


International Chamber of 
Commerce—203. 

Investment & Finance Co., 
Ltd.—382. 

Jagadamba Loan Co., Ltd— 


44, 
James Finlay & Co.,—77. 
Jardine Skinner & Co.—77. 
Jatiya Kalyan Insurance So- 
ciety, Ltd.—é84. 
Joba Collieries, Ttd.—87. 


Jost’s Engineering Co., Ltd. 
—420. ) 
Jumoni Coal Co., Ltd.—87. 


(xxiii) 


Jupiter General Insurance Ce., 
Ltd.—3dd. 


Kaiser-i-Hind Woollen, Cotton 
& Silk Mills, Ltd—91. 
Kamalalaya Store—164. 
Kamarhatty Co., Ltd.—4l19. 
Kankinarrah Co., Ltd.—419. 
Karamchand Thapper & Bros., 
Ltd.—77. 
Karnani Industrial 
300. 
Katakhal Lala Bazar Ry. Co., 
Ltd.—829. 
Katni Cement & 
Co., Ltd.—96. 
Kelvin Jute Co., Ltd.—-419. 
Kettelwell Bullen & Co.—77. 
Khardah Coal Co., Ltd. —841. 
Khas Kaiora Coal Co.,. Ltd.— 
316, 
Kilburn & (o.—77, 208. 
Killick Nixon & Co.—77. 
Kinnison Jute Mills Co., Ltd. 
—d34]. 


Bank- -- 


Industrial 


Kohinoor Mills Co., Ltd.— 
356, 

Kumardhubi Engineer - 
ing Works, Ltd.—341. 

Kumars’ Credit Corporation, 


Ltd.—45. 


Lakshmi Cotton 
Ltd.—341, -356, 
Lakshmi Insurance Co.. Lid. 


-—355. 


Mfe. 


Co., 


Lakshmi Loan Corporation. 
Ltd Z —45 : 
Lancashire Cotton Corpora- 


tion—90, 92. 

_Lawrence Jute Co., Ltd.—419. 
Lever & Co.—184. 

Lionel Edwards, Ltd.—8s8. 
Lloyds Bank, Ltd.—82. > 


London Rice Brokers’ Asso- 


ciation—205, 209. 


-London Stock Exchange—362, 


363, 364, 368. 


Lothian Jute Mills Co., Ltd. 


—419. - 

Loyabad Coke Mfg. Co., Jitd. 
—100. 

Ludlow Jute Muill—93.. 

Lutchipore Coal Co., Ltd.— 
87. 

Luxmi Industrial Bank—300. 


Macmillan & Co.—169. 

Macneill & Co.—77. 

Madhowjee Dharamsi 
Co., Ltd.—23. 

Madras & South Indian Cham- 
ber of Commerce—270. 

Madras Chamber of 
merce—101. 

Madras Trades Association— 
103. 

Madura Mills Co., Jitd.—62, 
91, 198. 

Madura Ramnad Co-operative 
Wholesale Society—199. 

Mahabir Jute Mills, Ltd. 

—330. 

Mahaluxmi Industrial & Trad- 
ing Bank, Ltd.—4o. 

Malabar Spe. and Weaving 
Co., Ltd.—419. 

Marks & Spencer—170. 

Martin & Co.—77,334-5. 

Match Manufacturing Supply 
Co.—98, 335. 

McLeod & Co., Ltd.—77. 

Meenakshi Insurance—S84. 

M. Grezoux—89,° 

Millowners’ Mutual Insurance 
Association, Ltd.—92: 

Minerva Mills, Ltd.—330, 341. 


Mfe. 





Com- 
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Modern India Life Assurance 
Co., Ltd.—84. 

Modern Insurance Co., Ltd.— 
89. 

Mohini Mills Ltd.—329. 

Morarjee Gokuldas Spg. & 
Wv. Co., Lid.—330. 

Mukand Iron & Steel Products, 
Ltd.—822. 

Murphulani (Assam) Tea Co., 
Ltd.—312. 

‘Murshidabad Agency, 
45. 

Mymensingh Bhairabbazar Ry. 
Co., Ltd.—3823. 

Mysore Chamber of Commerce 
-—101. 

Mysore Industrial Bank—3d00. 


Ltd.— 


Nag Insurance Co., Ltd.—85. 

Naihati Jute Mills Co., Ltd. 
—d34]1, 

Nambernadi Tea Co., Ltd.— 
319, 323-24, 397. 

Napier—85. 

Narayandas Khandelwal & Co. 
—384., 

National Industrial Conference 
Board—64. 

National Provincial Bank—44. 

National Shipbuilders’ Secu- 
rity, Ltd.—62. 

Native Share & Stock Brokers’ 
Association—361, 362, 363, 
371-78. 

National Co., Ltd.—419. 

Nehalia Loan Office, Ltd.— 
45, 384. 

New Bansdeopur 
Litd.—87, 

New Central Jute Mills Co., 
Ltd.,—419. 

New Beerbhoom Coal Co., Ltd 


Coal Co., 


New Dooars Tea Co., Ltd.— 
420. 

New Egerton Woollen Mills 
Co., Ltd.—97, | 

New Guardian of India Life 
Insurance Co., Ltd.—85. 

New India Assurance Co., Ltd. 
—d3od. 

New India Investment Corpo- 
ration, Ltd.—382. 

New Indian Sugar Mills, Ltd. 
—316. 

New Kendah Coal Co., Ltd.—-- 
87. 

New Victoria Mills Co., Ltd.* 
—319, 321, 396. 

Northbrook Jute Co., Ltd.— 
341, 419. 

North-west Tannery Co., Td. 

Nowaghur Coal Co., V.td.—87. 

Nuddia Jute Co., Ltd.—384l. 


Oriental Coal Co., Ltd.—829. 

Oriental Government Security 
Life Assurance Co., Ltd.— 
300. 


P. & Q. Banking Corporation, 
Ltd.—82, 


Pandyan Mills—91. 
Patiala Cement Co., 
100. 
Peninsular & Oriental Co.—99. 
Phoenix Mills, Ltd.—356. 
Pig Tron Syndicate—70. 
Pioneer Agency, Ltd.—44. 
Place, Siddons & Gough—383. 
Port Said Salt Association, 
Ltd.—89. 
Prabartak Bank, Ltd.—46. 
Prabhat Insurance Co., Ltd.—- 
85. = 


Ltd.— 


’ 
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Premier General Assurance 


Co., Ltd.—84. 

Providential Insurance—84. 

Punjab National Bank Ltd.— 
81, 353, 

Punjab Portland Cement, Ltd. 
—I6. 

Punjab Sugar Mills Co.—420. 


Raikat Industrial Bank—300. 

Rajnagar Loan & Trading Co., 

+ Ltd. —44. 

Rally Bros.—207. 

Ramnugger Cane & Sugar Co., 
Ltd.—330, 384, 

Rathbone Bros. & Co.—99. 

Raza Sugar Co., Ltd.—94. 

Reliance Coal Co., Ltd.—s87. 

Reliance Jute Mills Co., Ltd. 
—341, 

R. G. Cotton Mills, Co., Ltd. 
—$21, 330, 419. 

Rohtas Industries, Ltd.—3s3. 
Rosheya Trading & Banking 
Co., Ltd.—44. 
Royal Dutch Shell 

89. 
Ryam Sugar Co., Ltd.—330. 


(rroup— 


Salt Importers’ 
88. 

Salt Marketing Board—s9. 

Salt Union of Liverpool—s8s. 

Sassoons—207, 

‘Searchlight 
Ltd.—84. 

Serujgunge Jute Mill—93. 

Shahabad ‘Cement Co., Ltd.— 
96. 

Shahdara (Delhi) Saharanpur 
Light Railway Co., Ltd.— 
329. 


Association— 


Insurance  Co., 


Share Bazar of Bombay—sSce 
Native Share & Stock Bro- 
kers’ Associatior.. 
Shaw Wallace & Co.—77. 
Sholapur Spg. & Wv. Co. Ltd 
—330, 356. 
Shree Gopal Paper Mills, Ltd. 
—317. 
Shree Hanuman 
93. 
Siemens-Schuckert—/0. 
Sijna (Jherriah) Electrie Sup- 
ply Co., Ltd.—100. 
Simplex Mills Co., Ltd.—330, 
396. 
Singaran Coal Syndicate, Ltd. 
—312. 
Social Life Assurance Co., Ltd. 
86. 
Social Tate 
8d. 
Societa Ltaliana pur le Saline 
Kritree of Rome—S88. 
South Behar Sugar Mills, Ltd. 
— 322, 
Standard Jute Co., Ltd.—4l19. 
Standard Oil Co.—72, 75, 90. 
Star of India Insuranee Co., 
Sitd.—84., 
Star Trading & Investment, 
Lid.—382. 
Steel Union—70. 
Sterling Insurance Co., Ltd.— 
8). 
Stewart & Co.—384. 
Stock Exchange 
of Bengal—36l. 
Sugar Syndicate—965. 
Sungma Tea Co., Ltd.—420. 
Sunshine Insurance—84. 
Svadeshi Mills Co., Ltd.—356, 
419. 


Jute Miljl— 


Insurance Co.— 


Association 
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Swedish Match Co.—97. 


YT. & J. Harrison of Liverpool 
—99. 

Taj Insurance Co., Ltd.—s4. 

Tata Chemicals, Ltd.—d8, 331. 

Tata Hydro-Electric Agencies, 
Ltd.—92. 
Tata Industrial 
299, 300, 440. 
Tata Tron & Steel Co., Ltd.— 
285, 298. 314, 315, 323, 354, 
404, 405, 416, 418. 

Tata Malls, dtd.—34l. 

Tata Sons, Ltd.—77, 298. 

Teetulmari Colligries, Ltd.— 
Si. 

Tejpore Balipara 
Litd.—329. 

Thacker, Spink & Co.—25, 

Thomas Cook & Sons—44. 

Tinnevelley Mills—91. 

Tin Producers’ 
Jal). 

Titaghur Paper Mills Co., Ltd. 
—94, 313, 334. 

Tool Steel Kartell—70, 

Trading Indemnity Co.—253. 

Trading Syndicate, Titd.—4b. 

Trash Bank, Ltd.—45. 

Triplicane Urban Co-operative 
Societv—196, 200-1. 

Turner Morrison & Co.—88. 


Bank—82, 


Tram Co., 


Assoclatiol— 





Union Bank of India. Ttd.— 
doo, 419. 
Union Jute Co., Ltd.—341. 


Union Salinera de Espana of 
Barcelona—8s. 

United Assurance—8o. 

United Cement Co. of India 
Ltd.—96. 

United National Insurance Co. 
Tid.—8o. 

United Planters Association of 
Southern India—102. 

United Sugar Producers’ Asso- 
clation—95, 

Unity Insurance—84. 

Universal Proteetor—8d5. 


Vereinigte Stahlwerke A. G. 


—i). 
Victory Insurance—84. | 
Vishnu Cotton Mills, Ltd.— 
J6, 


Volkart Bros—207. 
Vulean Tnsuranee Co... Ltd.— 
son: 


Wachelmolla & Co.—164. 

Waverley Jute Mills Co., Ltd. 
—16, 319. 

Western India Match Co.—98, 
300, 

Western India Spg. 
Co., Ltd.—419. 
Whiteaway Laidlaw—163, 164, 

181. 


& Mfg. 


Worldwide Assurance Co., 
Ltd.—8a : 
Zenith Life Assuranee C€o., 


LLtd.—355. 


wo 


(Q. 


- 


8. 


10. 


A. MUKHERJEE & Oo.: CALCUTTA, 


BOOKS ON COMMERCE 


HAND BOOK OF CIVICS 6 0 
Vice Principal Arun Kumar Sen 
ECONOMIC «% COMMERCTAIL 

GEOGRAPHY LO O 
Prof. A. Das Gupta, M.A., B.coM. 


. KCONOMIC GEOGRAPHY OF INDIA 3. 8 


Prof. A. Das Gupta, M..A., B.COM. 


KCONOMIC GEKOGRAPHY PART I 2 0 
Prof. D. R. Mitra, wa. (din.) 

ECONOMIC GEOGRAPHY PART IL 3 0 
Prof. D. R. Mitra, a.a. (Edin.) 

HAND BOOK OF COMMERCIAT, 

LAW 10 8 
Prof. A, K. Sen, M.A. Mosc. (feon.), London, 
BUSINESS ORGANISATION 10 O 
Dr. B. B. Ghose, Ph.D. (eon.), London. 
PRINCIPLES & PRACTICE OF 

AUDITING 3 12 
Prof, R. B. Bose, M.A., BeSC., Real, ALS.ALA, 
ESSENTIALS OF BUSINESS 

ORGANISATION 1 0 
By the same Author. 
| HIGHER GRADE ENGLISH 
| COM POSTTION 1 8 
1 Prof. GQ. N. Moitra, mua, 

AN INTRODUCTION TO MONEY 3 § 
Prof. Kasturehand Lalwani, M.A. 
HAND BOOK OF COMMERCTAT, 

BENGALI )» O 
Prof. Svam Sundar Banerjee, Moa. 
ELEMENTS OF BOOK KEEPING (aes 
Prof. B. Chakiravorti, acs.aca. 

INDIAN BUSINESS lO 0 


Prof, Kasturehand Talwani, uw... 


Q) 


1b, 


17. 


18. 


19. 


20). 


vo 


«Oo 
to 


28. 


A. MUKHERJEE & Co. : 2, COLLEGE sQuARF, CALCUTTA. 


ESSENTIALS OF INDIAN 
ECONOMICS 

By A Gold Medalist. 

ESSENTIALS OF GENERAT 
ECONOMICS 

By A Gold Medalist. 

ESSENTIALS OF COMMERCTAT 
GEOGRAPHY (B.COM.) 

By Il. Mazumder, M..A., 3.com. 

ESSENTIALS OF COMMERCIAT, 
GEOGRAPHY (I. COM.) 

By A Gold Medalist. 

ESSENTIALS OF COMMERCTIAT 
LAW 

By An Experienced Professor. 

CALCUTTA UNIVERSITY QUES. 
& ANS. ON AUDITING 

By An Experienced Professor, 

COMMON COMMERCIAL TERMS 

By Prof. R. B. Bose, M.4., R.A., AS.ALA, 

MODEL ESSAYS . 

| By. Prof. S. K. Mukherjee, moa. with | 

' By Dr. S. C. Sen Gupta, M.A., P.R.S., 


8. -C. U. QUES. & ANS. ON ADVANCED 


ACCOUNTANCY 

By An Experienced Professor. 

C. U. QUES. & ANS. ON 
COMMERCIAL LAW ~ 

By Ranjit Sen Gupta, M.A. (COM.), B.1. 

C. U. QUES. & ANS. ON B. COM. 
BENGALI COMPOSITION 

By A Gold Medalist. 

CALCUTTA UNIVERSITY B. COM. 
QUES. 

CALCUTTA UNIVERSITY T. COM. 
QUES. 

ELEMENTS OF CIVICS 

By Prof. H. S. Chatterjee, m.a. 


to 


3 


¢€ 
te 


i) 


L 


QPDOO He - BEOOD UO 
SEYEN 
DAY 
BOOK 


SFPD EO OED OCT HOY 


SOO CVO #AOTOR 
DO#DVOVGHOCOOH 


